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A MACROECONOMIC APPROACH TO THE 
THEORY OF WAGES 


By SIDNEY WEINTRAUB* 


Prior to the appearance of Keynes’ General Theory economists gen- 
erally would have scouted the idea that their supply-demand tech- 
niques were inadequate to cope with the theory of money wages. 
After Keynes’ work the tide seemed to run the other way with an 
almost universal skepticism of the prospect of a determinate money- 
wage theory. Keynes, it will be recalled, rejected the orthodox wage 
explanation on the ground that its labor demand function was based 
on the assumption that the level of income was given.’ He argued that 
this was a fatal defect in the theory since every change in money wages 
was capable of altering the employment and real-income position as 
well as money income and the price level. Since then, the tendency 
has been to regard the level of money wages as an exogenously deter- 
mined variable. 

Indeterminateness is always disquieting, particularly so in a problem 
which is of such vast practical importance and is sc central in economic 
analysis; it is hard for an economist to have to admit that a typical 
case of price higgling, such as is found in a labor market, cannot be 
successfully attacked.” It is to this problem of deriving determinate 
labor demand and labor supply functions free of the constant income 
postulate that this article is directed. One major simplification will be 

* The author is professor of economics at the University of Pennsylvania. Several helpful 
comments by Irving Kravis and Almarin Phillips, of the same institution, are gratefully 
acknowledged. 

*J. M. Keynes, The General Theory of Employment, Interest and Money (New York, 
1936), pp. 258-59. 

?In his Chapter 19, on “Changes in Money-Wages,” Keynes concerns himself with the 
effects of changes in the level of money wages rather than with the problem of wage 
determination. Throughout the book he argues that the common wage controversies are 
disputes mainly over the matter of relative wages of the different labor groups and that 


the wage bargains are concerned with money wages; for, he declares, there is no way by 
which labor, by itself, can determine its real wage. 
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made, namely, that the labor force is homogeneous rather than con- 
sisting of the heterogeneous groups that are found in fact. If a deter- 
minate theory can be obtained on this basis it ought to be possible to 
extend it to the more realistic setting. 

Before plunging into the main theme it is necessary to consider 
briefly the theory of income and employment determination, ap- 
proaching it in a manner closer to the spirit of Keynes than is true 
of the prevailing practice. In Figure 1 amounts of employment are 


Ficure 1. AGGREGATE DEMAND (D) AND AGGREGATE SUPPLY or PRroceEDs (Z) 


measured horizontally and sums of money vertically. The Z-function, 
as drawn and lettered Z’, represents aggregate supply or aggregate 
proceeds; it associates amounts of employment to sums of expected 
proceeds in the sense that each expected proceeds-level generates a 
particular amount of employment. At the level of individual industries 
each Z-sum is equivalent to the multiple of supply price (along a 
Marshallian supply curve) times the associated output quantity, sum- 
mated globally over all industries, and related to the amount of em- 
ployment implicit in the particular output totals.* In principle, Z will 
be a unique function if the industry supply curves are determinate and 
if the distribution of proceeds, for each expected aggregate volume of 
proceeds, is determinate. 

Industry supply curves rest upon factor price and factor productivity 
phenomena. For our immediate purposes these are postulated as given, 
implying mainly that: (1) the stock of equipment is taken as constant; 
(2) the money wage level is given; and (3) the productivity function 
for labor is invariant. Further, to bypass some difficult expository 


* See Appendix, Note 2. 


hat 
| 
| 
1 
! 
t 
“ge 
if 
4 
= 


WEINTRAUB: THEORY OF WAGES 837 


problems it is assumed that each firm operates in a purely competitive 
milieu and that it is fulty integrated.* 

Actually, each proceeds-volume on Z represents a given level of 
income; what is presumed then is that at each income level, in the 
light of cost and expected demand phenomena, the composition of out- 
put is determinate and that thereby the volume of employment can 
be ascertained. Movement along Z involves varying income phenomena 
and an accompanying employment displacement, with output changes 
being implicit. An elasticity for Z can be defined in the usual way, as re- 
lating the relative change in employment to the relative change in pro- 
ceeds: if a one per cent change in proceeds leads to a less than one per 
cent change in employment then Z will be inelastic; it may be inferred 
that Z will be inelastic if diminishing returns prevail over most, if not 
all, industry.° 

Some further aspects of Z ought to be noted for later reference. On 
the simplest distributive scheme each level of Z-proceeds, either in 
anticipation or after realization, may be conceived to be allocated as 
follows: 

Z=wN+F+R, (1) 


where w denotes the money wage rate, F, the volume of fixed payments 
(assumed invariant in the light of the fixity of the stock of equipment 
and the short-period nature of the analysis), and R, the residual, 
which represents a catch-all category termed “profits” though it can 
obviously be decomposed into depreciation allowances, indirect taxes, 
variable interest charges, etc., as well as profits proper. It follows that, 
moving along Z, when money wages are constant and employment 
increases: 


a 2 
(2) 


According to (2), the increment of expected proceeds, when employ- 
ment rises by one unit, will be divided between the wage payment and 
the profit increment. 

Turning to the side of aggregate demand, an aggregate demand func- 


* Monopoly and nonintegration are not crucial matters for this investigation though they 
ought be included in a full study. Actually, once we assume purely competitive markets 
the problem of nonintegration vanishes, for under competition the final results of either an 
integrated or nonintegrated model are exactly the same; the differences appear only when 
monopoly markets are assumed. On this point see A. P. Lerner, “The Concept of Monopoly 
and the Measurement of Monopoly Power,” Rev. Econ. Stud., June 1934, I, 172; also, my 
Price Theory (New York, 1949), pp. 305-08. Some welfare implications of this proposition 
are developed in an article by L. W. McKenzie, “Ideal Output and the Interdependence of 
Firms,” Econ. Jour., Dec. 1951, LXI, 789-92. 


* See Appendix, Note 3. 
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tion resting on consumption, investment, and government demand at 
each employment level (neglecting foreign trade), can be super- 
imposed in Figure 1. The appropriate curve is lettered D’. 

Considering the substantial literature on aggregate demand from 
Keynes on, particularly the consumption portion (D-), it might seem 
that this function can be posited without further ado. Yet nearly all 
of the discussions of the consumption function have been conducted 
in terms of real expenditure, with price phenomena generally being 
suppressed; thus the customary ideas need to be reinterpreted some- 
what before the D-function can be used in conjunction with the 
Z-function, for the latter embodies varying price phenomena. 

To do this, examining equation (1), at each (Z, NV) position the 
sum of income disbursements to factors (Ya) is: 

¥e=wV+F+kR+T, (3. 

where & is a constant and less than unity; it is inserted to emphasize 
that only part of the “profits” are actually distributed. The term T is 
introduced in order to formalize the presence of transfer incomes from 
government which are available for expenditure and go to swell con- 
sumption outlays. 

Given the Ya disbursements accompanying each Z-point, the total 
consumption outlay at each N will be some portion such as cYa ( = D-), 
where c represents the average propensity to consume out of the 


given Ya money income when the price level is known. (Thus ¢c = 7 


in the usual notation and it can be derived from the ordinary consump- 
tion function). At low levels of employment, in view of fixed payments 
causing a negative R in equation (1), compared to the 7-factor and the 
presence of kR = 0 in equation (3), it is likely that Ya > Z and that, if 
dishoarding is also present, c > 1 sothat D- > Z.° At higher output and 
real income levels the value of c will, in stable systems, fall below unity; 
this is usually a necessary condition for the system to avoid hyper- 
inflation as investment takes place. Thus, at each N-level, De = cYa; 
the difference (Ya — D-) can be regarded as personal savings.’ Through 
Ya, which is a function of Z, D- ultimately depends on Z. 

While D. represents a slightly disguised form of the consumption 

*In recent years Kenneth Boulding has emphasized that consumption outlays are de- 
pendent upon entrepreneurial profit disbursements, so that the ultimate level of employ- 
ment and profits hinges upon the size of the k-factor. See his A Reconstruction of Eco- 


nomics (New York, 1950), pp. 248-50. The point was made by Keynes in his earlier work, 
A Treatise on Money, Vol. I (New York, 1930), p. 139. 

* This represents an attempt to describe the average and marginal propensity to consume 
in money terms as income varies, with the real phenomena implicit. D. H. Robertson has 
also seemed to be uneasy about the undue concentration on real income phenomena to the 
neglect of money amounts. See his Money, rev. ed. (New York, 1948), p. 211. 
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function, for it embodies along its course the same varying supply 
prices concealed in Z, at each employment level the aggregate invest- 
ment outlay (Di) must be added to D-. Either Di may be regarded 
as a (parametric) constant, or a function of employment and the im- 
plicit price-level changes, or a function of the temporal rate of change 
in employment. Formally, whichever hypothesis is introduced the main 
effect is upon the position and slope of D. The argument is much the 
same with respect to government demand. 

Embedded in each point along the course of D, therefore, are ex- 
actly the same supply-price phenomena as are contained in the Z-curve 
at the corresponding employment, and thus output, level. In Marshal- 
lian terms, the difference between D and Z at each N-position is 
equivalent to the excess (or deficiency) of demand quantity over 
supply quantity, with this difference multiplied by the supply price 
and summated globally over all industry. Each D-point thus holds 
within it a price level which varies with output unless production is 
conceived to occur under conditions of constant marginal and average 
costs. 

According to familiar principles the equilibrium level of employ- 
ment and proceeds is given by the intersection of the D and Z curves.® 
To the left of N: in Figure 1, aggregate demand exceeds aggregate 


supply so that expansive forces are in the saddle, driving income and 
employment upward. To the right of WN: the accent is upon deflation 
in output, employment, proceeds, and the price level. 


I. The Labor-Demand Function 
Given the stock of equipment and the labor-productivity equations, 


*For a similar diagrammatic approach, though its underlying postulates are not always 
clear, see A. W. Stonier and D. C. Hague, A Textbook of Economic Theory (New York, 
1953), pp. 382-83. Their remarks on aggregate supply (p. 385) are hardly calculated to 
advance the analysis. 

Recently there has been a highly recondite discussion on the meaning of the D and Z 
functions in Keynes, stemming in part from an ambiguity whereby he uses the words 
“expectation of proceeds” and “expected proceeds” in referring to the Z and D functions 
respectively (General Theory, pp. 24-25). But it would seem that Keynes meant, as the 
appropriate interpretation for Z, the proceeds necessary in order to induce entrepreneurs 
to hire a given number of men, in the sense of supply prices for corresponding output and 
implicit employment levels, aggregated globally as described above (see Appendix, Note 2 
below). D, on the other hand, was meant to refer to the actual (or potential, in the 
schedule sense) outlays for consumption, investment, and government purchases at each 
employment level. Thus D and Z are independent conceptions which need only be equal 
in equilibrium, in the same way that supply and demand quantities differ in micro- 
economics, with the equality confined to the equilibrium intersection. See, however, the 
article by F. J. DeJong, “Supply Functions in Keynesian Economics,” Econ. Jour., Mar. 
1954, LXIV, 3-24, and the notes by R. G. Hawtrey and D. H. Robertson, with a reply 
by DeJong, in the December 1954 and September 1955 issues. In Robertson’s categories 
our Z-function belongs to his iii-a class (Sept. 1955 issue, p. 475). 
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every change in the money wage will shift the marginal cost curve of 
the individual firm, and thereby the supply curve of the industry; 
through shifts in the industry supply curves, the full course of Z will 
be elevated or depressed. Analytically, at each employment position 
a rise in money wages will lift Z in amount: 


aR aP 
—) dw. (P denotes the price-level.) (4) 


OP dw 

After the money-wage rise the necessary increment in proceeds re- 
quired to sustain the same employment and output level as before is 
thus equal to the money-wage increase multiplied by the employment 
total plus the increase in profits accompanying the price-level and 
money-wage changes. Further, it is readily shown that when labor is 
the only variable factor (or other factors are assumed fixed) the shift 
to profits for a small wage increase within the individual firm is given 


A 
AR = N 1] Aw. 5 


In (5) A represents the average physical product of labor and M 
stands for the marginal product, with the other symbols retaining their 
previous meaning. It is apparent from (5) that when the marginal 
product of labor is small relative to the average product, as it is likely 
to be in advanced positions of diminishing returns, the shift to profits 
after a wage rise is intensified. If A = M, which would entail the 
smallest ratio of A/M possible under pure competition, the increment 
in profits would be zero; all of the added money receipts would go to 
pay the higher wage bill. Of course, if the output that was most 
profitable before the wage rise is no longer the most profitable after- 
wards, then (5) understates AR. 

As a wage rise lifts the money income payments at each N-level, 
the D-. component function of D must edge up. Since not all of the 
profit increment after a wage rise will be paid out, the added income 
disbursements appear as: 

AYa = (N + RAR)Aw. (6) 


Essentially, this is formula (4) above, reduced by the &-factor to take 
account of undistributed “profits.” Nevertheless, since the average 
propensity to consume (c) must be positive, the result of the increase 
in income payments to factors must be to propel D upward through 
the lift given to D- by the augmented payments. Hence, in the chart 
field of Figure 1 both the D and Z functions would have to be moved 


* See Appendix, Note 4. 
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parametrically upward in order to reflect the rise in the money-wage 
level. Just as before, however, the amount of equilibrium employment 
can be ascertained at the intersection of the new Z and D curves gen- 
erated by the money wage rise. 

The interesting point that comes out of the analysis is this: by 
varying money wages and observing the shift in Z and D, from each 
point of intersection of the two curves the equilibrium employment 
level can be elicited and thereupon linked functionally to the money 
wage, so that the relevant points for a labor-demand schedule can be 
derived. For example, in Figure 1 the curves D’ and Z’ embody, say, 
a wage of w’. The equilibrium employment level of NV: then becomes 
the labor-demand point for a money wage of w’. Implicit at the level 
of individual firms is the equating of the marginal value product of 
labor to the money wage w’, since firms are presumed to be hiring 
factors in accordance with the condition of profit maximization at the 
emergent proceeds-level Z:. Without the equation of marginal value 
product and factor price (under pure competition) the equilibrium 
would be incomplete. 

Traditionally, the labor-demand curve Dz has been pictured as 
falling continuously to the right, signifying that more labor would be 
hired at lower money wage rates, though to be sure in the tighter 
formulations of the “classical” position the vertical axis referred to 
real rather than to money wages. In practical precept, however, the 
well-nigh universal tenet was that a money-wage fall would, barring 
“frictions,” eradicate involuntary unemployment. 

Reinterpreting the underlying conceptual structure of the classical 
argument by aid of the D, Z functions, in Figure 2a a rise in money 
wages from w: to we is shown as lifting the proceeds function from 
Z; to Z2, and the aggregate demand function from D, to Dz. Equi- 
librium employment thus drops from NV, to Nz. Likewise, a further 
wage rise to ws leads to an employment level of Ns, etc. In this way 
a full dual-family of D,Z curves can be drawn, leading to a cross-cut 
locus such as NN’ which discloses the equilibrium path of V,Z values 
traced by continuous wage movements and the resultant parametric 
shifts in the Z and D curves. The small inset diagram (Figure 2a’) 
indicates the corresponding form of the D:-function, sloping continu- 
ously downward to the right: at each point on the latter, since it has 
been extracted from positions of equilibrium adaptations to proceeds 
flows, the conventional marginal value productivity relations are pre- 
served despite the macroeconomic dress in which the analysis has been 
clothed. 

It was the uncritical acceptance of the classical form of Dz that 
Keynes assailed; subsequent opinion has deferred to the view that the 
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classical relationship can be sustained only under special provisos, 
particularly with reference to expectations.*® Inasmuch as Keynes 
fostered the idea that little positive gain in employment could come 
from a wage change, we shall call a D. curve showing a zero demand 
elasticity and represented by a vertical line the Keynesian Dz (see 
Figure 2b)." 

A more optimistic attitude on the effect of money wage changes is 
often expressed by underconsumption theorists who argue that higher 
money wages induce greater consumer demand and higher employ- 
ment. This suggests a Dz curve that rises to the right, a phenomenon 


a. The classical case b. The Keynesian case c. The underconsumptionist case 
D,z 
a 
N 23 
D 
3 
2 
1 
> 


Ficure 2. PARAMETRIC MovEMENTS IN THE AGGREGATE DEMAND D AND AGGREGATE SUPPLY 
Z Curves WITH CHANGES IN WAGES 


Inset diagrams (a’, b’, c’) show the implicit labor-demand curves. 


which is strikingly reminiscent of goods with snob-appeal in product- 
price theory (see Figure 2c). __ 

Formally, all of the Dz functions of Figure 2 seem plausible despite 
the fact that from the standpoint of economic policy their implications 
are vastly different. Unless it is possible to do more to indicate at 
least the nature of the slope of D:, wage theory will remain hemmed 
in despite the ability to define the relevant functions. 

Something can be done to pierce the wall of darkness through taking 
into account the following considerations. In the upper reaches of Dz 
it seems reasonably certain that monetary policy will provide a decisive 
and restrictive influence, that is to say, higher money wages and a 
consequent higher price level are likely to engender tighter money, 

See Keynes, pp. 262-65. Also, Don Patinkin, “Price F! -xibility and Full Employment,” 
Am. Econ. Rev., Sept. 1948, XXXVIII, 556-60; reprinted with modifications in Readings 
in Monetary Theory (New York, 1951), pp. 252-84. 

“In fairness, however, his own position was not so uncompromising, for he declared 
that a flexible wage policy would not maintain continuous full employment “any more 


than ... an open-market monetary policy is capable, unaided, of achieving this result” 
(p. 267). This suggests some responsiveness. 
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tending to put a brake on investment and, through some effect on the 
savings function, upon consumption, thereby operating to decrease 
employment. Likewise, in an open system the export volume will also 
tend to decline under (reasonably) stable exchange rates and the 
ensuing price-level upheavals as money wages mount. All in all, the 
upper stretch of the Dz curve is likely to be of classical form, even 
displaying a high elasticity. 

Locating the “upper stretch” depends partly upon historical, partly 
upon institutional data. If the prevailing wage and price level represents 
the culmination of an inflationary climb, and if the monetary au- 
thorities are adamant about maintaining the (roughly) existing price 
level, then any rise in money wages which requires a directional move 
in the price level is likely to encounter tight money and a decrease in 
labor-demand. In this case the “upper reaches” of Dz lie just beyond 
the going wage scale.’* Conversely, if the current economic position 
has been preceded by a marked deflationary spiral, and a price-level 
upsurge is regarded as tolerable from the vantage point of economic 
policy, then the “upper” classical-type Dz stretch may be well above 
prevailing wage rates. 

In the lower regions of Dz, through the cumulating strength of the 
Pigou effect, involving a rise in the real value of individual assets in 
the form of “hard” money, the fiduciary note issue, and usually gov- 
ernment bonds, as the price level falls, it may be surmised that the 
D: curve will also be of classical form.** The location of this lower 
portion also depends in part on the course of the past price develop- 
ment. 

Accordingly the top of the Dz curve ought to resemble the path aa’ 
in Figure 3a, and the lower sector should look like bb’. At a wage 
above w., monetary policy takes firm hold; at a wage below w», and 

“The argument, it is clear, presumes a constant investment function, and a constant 
consumption function, as well as defined productivity conditions, for otherwise the (D, Z) 
field is indeterminate. If investment-demand increased, say, “tight” money might become 


effective even without a rise in the wage level. For our purposes some temporal constancy 
of D. and D, can be assumed. 


“For a discussion of the Pigou effect see Patinkin, Readings, pp. 258-70. The original 
elaboration appears in A. C. Pigou, “The Classical Stationary State,” Econ. Jour., Dec. 
1943, LIII, 343-51. Milton Friedman has argued that with 100 per cent money, the Pigou 
effect “in principle, would alone be sufficient to assure full employment. . . .” See his 
article, “A Monetary and Fiscal Framework for Economic Stability,” Am. Econ. Rev., 
June 1948, XXXVIII. Reprinted in Readings, pp. 369-93. The quote is from p. 387. 

It might be thought that the same forces which explain the depression-trough could be 
used to explain the lower region of bb’ in Figure 3, that is, the need for some capital re- 
placement and the rise in the average propensity to consume at lower aggregate real income 
levels. But these factors explain only the volume of labor-demand, or the Dz-quantity, 
but not why the Dz-quantity should increase as money wages and the price level fall. The 
increase in autonomous investment and replacement over time belongs to a study of the 
dynamics of the labor-market and of shifts in Dz over time. 
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its concomitant price level, the Pigou effect stimulates consumption 
demand, especially for services and luxury purchases, so that unem- 
ployment is absorbed. As an extreme illustration to make the point, 
though a cruel and prohibitive one from a policy standpoint, when 
prices fall to such levels that those owning “pennies” become “million- 
aires” —a calamitous prospect!—full employment may well be assured. 
Of course this is not to suggest that either monetary policy or the 
Pigou effect operates discontinuously, waiting for a particular price- 
level range; it is to aver solely that they dominate other factors only 
at certain wage positions. For example, to hazard a crude guess, in 
the current economy a wage move of say, 20 to 25 per cent above 
present levels is likely to bring down the roof of monetary policy and 
thereby decrease employment; on the downside, to be effective the 
real-asset influence on consumption might require a price fall extend- 
ing beyond 50 per cent. Whatever the exact order of facts in these 
respects, the appropriate curve shape in upper and lower regions ought 
not to be in serious dispute. 

For a fully determinate D:, more must be known about the course 
of the curve in the arc between @ and b. Over this range monetary 
policy and the Pigou effect play a role, though their importance will 
ordinarily be neutralized by other factors. One such countervailing 
element consists of the expectations of future changes in wages as 
they vary in the range between wa and w». Unfortunately, the little 
that can be said concerning the influence of expectations is scarcely 
calculated to impart determinateness to our curve; any movement from 
a wage intermediate between wa and w» may create a belief that the 
resulting wage level is only temporary, and that further changes are 
foreshadowed, either in the same direction or in reverse. The influence 
upon D,, is thus correspondingly vague: the range ab can contain 
either the classical or the underconsumptionist Dz locus. 

More of a definite nature can be said about the effects stemming 
from the change in interest rates and in the pattern of income distribu- 
tion. That a money-wage rise, through its pressure on prices and 
money-income levels, tends to raise interest rates and in degree dampen 
investment has been well known since Keynes made it clear. Mani- 
festly, this tends to buttress the classical D: arguments. Less, as a 
rule, has been said about the distributional effects. Yet every rise in 
money wages, and thus prices, will shift the relative income share in 
favor of entrepreneurs and against rentiers. Neglecting wage earners 
for the moment (by assuming that the price rise is proportionate to 
the wage rise so that their income is constant at the given output level), 
the rentier loss in real income is exactly counterbalanced by the entre- 
preneurial gain. In so far as the real income sacrifice of the rentier class 
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adversely affects its consumption, the counterbalance must be provided 
by increased consumption of the entrepreneurs in order that output 
remain unchanged. In view of the withholdings out of enlarged profit 
incomes this counterbalance is unlikely, and hence, at least for im- 
portant wage and price-level movements, the erosion of rentier real 
income offers a repressing influence via consumption, tending to fortify 
the classical view of Du."* 

Further light on the effect on employment, through consumption 
demand, likely to result from a wage increase can be obtained by re- 
examining equations (4) and (6). The former indicates the magnitude 
by which aggregate spending must increase in order that output re- 
main unchanged after a rise in money wages. Equation (6), on the 
other hand, indicates that a smaller sum will be distributed as income. 
Considering the corporate income tax and the normal financial con- 
servatism of corporations, k seldom seems to have been above 14 and 
has in recent years approached 4 of corporate profits after deprecia- 
tion; including depreciation in R, a k-factor as small as 14 cannot be 
precluded though, for the profit increment being considered, the higher 
ratios are probably more valid. Further, through the inroads of a 
progressive personal income tax structure, even if profit earnings are 
fully disbursed as dividends the average propensity to spend (c) out 
of this income is likely to fall. On balance, therefore, in view of cor- 
porate withholdings and the personal income shift toward profits, the 
demand increment is likely to be less than the necessary-proceeds in- 
crement: it is as if firms were to pay out on balance an income sum 
of $10, which is then reduced by personal income taxes to $8, and 
then should expect a return flow of expenditure of $12. In a “company 
town,” as the economy may be conceived, the prospect of their realiz- 
ing their expectation is hardly likely.’* The conclusion must only be 
hedged in so far as rentiers strive to maintain their real consumption; 
again, however, this is likely to be possible only for minor price up- 
heavals. Distributional effects thus point toward classical Dz patterns. 

Now let us drop the assumption that the price rise is proportionate 
to the wage rise. Although in stable circumstances, and precluding a 
rise in the degree of monopoly power, the price rise is unlikely to 
outstrip the wage rise, it is distinctly possible that the price rise may 
fall short of the wage uplift, particularly if there are nonwage elements 
such as user cost present in marginal costs. This would portend an 
income shift favorable to labor, though it may be conjectured that 
the income shift will be small in view of the predominance of wage 


“ Thus a price rise tends to obliterate the consuming power of Malthus’ “unproductive 
consumers.” Principles of Political Economy (London, 1836), Book II, Ch. 1, Sec. 9. 


* Here I think Boulding’s point (note 6 above) has not received its analytic due. 
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costs in marginal costs. Where the shift is not small, as in circum- 
stances which trade union spokesmen often unrealistically advocate, 
namely, that prices hold constant while wages rise without any changes 
in productivity, the upshot might be wholly favorable for consumption 
and would support the underconsumptionist conception of labor de- 
mand. But this assumes a placid entrepreneurial ‘and rentier attitude 
=: in the face of a whittling away of their real income by labor; ulti- 
ee mately, it would require the suspension of the profit motive and the 
condition of profit maximization—which explains why these results do 
not usually follow upon money-wage increases. 

The easing of the debt burden as prices rise might be deemed a 
factor tending to increase investment and compelling Dz to rise to the 
right through an exhilarating push on Dj. If excess capacity is present, 
however, the mitigated debt burden is likely to contribute mainly to 
swelling corporate reserves and savings, perhaps preparing the way 
for future investment by providing the internal finance through profits 
for capital expansion programs and by creating a better investment 
climate, rather than initiating an immediate burst of investment ac- 
tivity. In so far as there is a more immediate and positive sensitivity 
of real investment demand to higher profits and prices, there are also 
likely to be offsets because some investment programs will have been 
set up with the planned money expenditure ‘fixed, and so will involve 
declining real investment as prices rise. Situations of the latter nature 
are not uncommon, as colleges and local school board building-fund 
administrators frequently testify in inflationary periods. Examples 
could also be drawn from the business world where firms often organ- 
ize their investment plans about a fixed money budget. Real invest- 
ment inelasticity, and thus an inelastic labor demand, is implicit when 
purchase outlays are designed on a real program basis, as in the case 
of government demand for military procurement. 

In all, considering the catalogue of relations enumerated, unless 
there is a strong presumption that an expansion of real investment of 
fairly substantial magnitude waits upon a price-level upsurge through 
the wage increases that are commonly made in practice, there seems 
to be good reason to assume that the shape of Dz within the “inde- 
terminate” range of ab is of “moderately” classical form as in Figure 
3a. However there is no inexorable necessity here; the exceptions which 
justify the underconsumption D, pattern involve mainly the dynamics 
of expectations, which may hasten an immediate investment bulge in 
the belief that even higher prices are on their way—which is a valid 
argument—or an unlikely and fairly extreme income transfer to wage 
earners—which is a less reasonable belief. An appropriate diagram, 
however, appears in Figure 3b. 
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II. The Labor-Supply Function 


It might be thought that since a homogeneous labor force has been 
postulated there could be no reason to analyze labor supply, for this 
would then be a very simple matter: if one person is willing to work 
regardless of real income then all must be so inclined. It is however 
more sensible to interpret homogeneity as meaning only technical 
homogeneity, so that from the standpoint of productivity (as seen 
through entrepreneurial eyes) all individuals are alike; this still per- 
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Ficure 3. DETERMINATE DEMAND CURVES FOR LABoR SHOWING RELATIVELY HicH ELAstIc- 
ITY IN THE UPPER aa’ AND Lower bb’ STRETCHES 


mits differences in work attitudes or income-leisure preferences to 
manifest themselves. For our purposes these attitudes are assumed 
to be given. 

Unless it is presumed that wage earners suffer from a money-illu- 
sion, the labor-supply function should be cast in real- rather than 
money-wage terms; even though wage earners may elect to ignore 
minor price perturbations there is little reason to suppose that they 
are utterly deluded.*® Hence if the S, function is formulated in terms 
of money wages it will be imperative to specify the real wage attached 
to each money sum, for otherwise the construction is unlikely to prove 
serviceable. 

The problem posed is thus a rather vexing one. If we are to use a 
diagram such as Figure 3 where the vertical axis represents money 
wages, we must simultaneously take into account variations in real 
wages; for each money wage does not always represent the same real 
wage. 

Fundamentally, the level of real wages attached to any money wage 


* Cf. the original criticism of Keynes by W. W. Leontief, “The Fundamental Assump- 
tion of Mr. Keynes’ Monetary Theory of Unemployment,” Quart. Jour. Econ., Nov. 1936, 
LI, 195-96. Also, James Tobin, “Money Wage Rates and Employment,” in The New 
Economics, Seymour Harris, ed. (New York, 1947), p. 580. 
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cannot be known until the (virtual) volume of employment, output, 
and the price level for that output are also known. Hence the lead for 
deriving the S, function, despite the apparent paradox, must be through 
D.. Consider how the latter is drawn: each money-wage labor-demand 
point on D, assumes that entrepreneurs can hire as much labor as 
they require in the light of the income-determining forces operative at 
that wage rate. It follows that after the labor-demand quantity is 
known the price level and the real wage corresponding to the money 
wage are likewise disclosed. Thereupon, we can inquire whether the 
labor-supply quantity forthcoming is just equal to the quantity de- 
3 manded, in the light of the underlying real phenomena, or whether it 
* exceeds or falls short of the labor demand. The answer to this query 
I furnishes the relevant supply point to set off against the demand point 
at the given money wage. Each S, coordinate thus depends on the im- 
plicit phenomena in each Dz point at a given money wage. In this way 
a full S, path can be deduced. 

The following definition of the S, function is offered so that the con- 
trast between this supply function and a representation in which labor 
supply is contingent upon either money wages or real wages alone will 
be clear: 


Sz ¥(w, Di, U), (7) 


where U denotes the leisure-income preference system while the other 
symbols are as before. As Di = ¢(w) then we may write: 


Si = o(w), U}. (8) 


It is abundantly clear from (8) that although Sz is plotted against the 
money wage in the simple plane diagram it is nevertheless not a func- 
tion directly of the money wage but of the Dz and its implicit real- 
wage phenomena.’ Real-wage attitudes, as represented by U, and 
real-wage potentialities through investment levels and productivity 
phenomena, as represented by ¢(w), thus become parameters of Sz. 
Graphically, however, S: is plotted against the money wage mainly 
because we are interested in using the S, function to aid us in disclos- 
ing the process of determining the money wage, and only thereafter 
in deriving the implicit real phenomena. 

A curious sort of labor supply-demand interdependence thus 
emerges. The unusual concatenation of the two curves, generally con- 
ceived as independent, ought to prepare us for some rather odd func- 
tional forms in this analytic terrain, just as oligopoly has taught us to 
expect some queer and irregular curve types in product markets. 


* See Appendix, Note 1. 


Tite 
= 
i 
_ 
- 
a k 


WEINTRAUB: THEORY OF WAGES, 849 


The three types of labor-supply functions that need to be reinter- 
preted in terms of the S, functional relation developed in (8) above 
are: (1) the case in which labor is positively responsive to real wages, 
with more labor forthcoming as real wages rise, which is the most com- 
mon of the traditional supply conceptions; (2) the backward-bending 
S-curve in which labor offerings fall off in response to higher real wages 
over some “middle range” because of some urgent and unsatisfied in- 
come-demands for leisure; and (3) the case of the perfectly inelastic 
labor supply, which is often taken as the typical case in statistical in- 
quiries into the labor market. The case of perfectly elastic labor sup- 
ply, perhaps through trade union action, is simple and will call for 
only brief mention. 

All of these cases can, after a simple translation be suspended 
against the D.-function. For this purpose, the Dz curve in Figure 3a 
may be regarded as typical. Clearly, the case of perfectly inelastic 
supply, which may be a valid account of the facts, promises analytic 
simplicity itself: this is represented by a vertical supply line and, if 
Dz falls continuously, there is a point of intersection which, in a com- 
petitive market, yields a determinate wage and employment position. 
Likewise, if the traditional rightward-rising labor-supply curve is re- 
garded as valid, and if according to the Dz curve in Figure 3a, real 
wages increase at higher money wages while employment falls off, then 
the traditional supply curve retains its customary form. However, if 
the stretch ad in Figure 3a is fairly steep then the curve of labor supply 
is also likely to climb rapidly inasmuch as the real wage rate is pre- 
sumed, within this range, to increase very little despite the rise in the 
money wage; where the intersection of S: with Dz occurs will depend 
substantially on the position of the lower and highly elastic stretch of 
S:, influenced largely by trade union demands, minimum wage laws, 
and customary standards. In Figure 4a, the intersection of the two 
curves is shown at a point where Sz is highly inelastic. Under this ar- 
rangement of the two curves it is possible that over a fairly substantial 
range a money-wage change may occur without affecting employment, 
with the main impact being upon the level of prices. 

The S-shaped labor-supply curve gives rise to a configuration such 
as appears in Figure 4b. This, too, discloses that whether the money 
wage rate settles at one of the stable extreme points, or the instable 
middle position, the change in employment is likely to be small in 
view of the assumed inelasticity of Dz in this range. 

It follows that if the demand curve for labor is highly inelastic then 
the supply curve for labor is also likely to be highly inelastic, so that 
despite even substantial changes in the going wage scale, say of the 
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order of 10 to 15 per cent, the accompanying variation in the level of 
employment will be minor despite the spin that will be given to the 
price level. 

With the vertical Keynesian-type Dz. the possibility of thorough- 
going indeterminateness arises; either the accompanying S:, which 
would also be vertical, merges with Dz, or it lies off to one side. Com- 
petitive market analysis would be unavailing in this case; the situation 


a. The income-responsive b. The leisure-dominated 
labor-supply curve (Sz) labor-supply curve (Sz) 
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Ficure 4. DEMAND AND SupPLyY OF LABOR 


can only be saved if labor supply becomes perfectly elastic through 
trade-union wage stipulations, minimum wage laws, or common wage 
practice. Of course, trade-union price-fixing always renders the money- 
wage level “determinate” though the labor-hire is suspended in midair 
until the Dz function is inserted. If we grant the wage adamancy of 
the unions and an obedience to its dictates by its membership, the 
procedure of regarding money wages as an exogenously determined 
variable is justified. But this resolution still evades the issue of why 
the union negotiations concentrate upon a particular money wage. If a 
real-wage base is sought as the answer to this question, we are once 
again taken back to the D,-function and its implicit real-wage out- 
comes. 

Finally, if Dz contains a rightward-rising stretch (see Figure 3b), 
as argued in underconsumption theories, then real wages fall as money 
wages rise. Rather unexpectedly, the traditional labor supply curve is 
likely to rise to the /eft, for this case, rather than to the right, at least 
over the backward-falling D: range. Although a determinate solution 
can be derived, the usual awesome possibilities of instability appear. 
Likewise, an S-shaped labor-supply function drawn in real terms, when 
translated into a correspondent of Dz in Figure 3b, is likely to rise stead- 
ily to the right, at least in the portion where it ordinarily bends back- 
ward, showing a negative response to rising real income, and encounters 
the rightward-rising portion of Dz (which shows decreasing rather than 
increasing real wages). Thus with the underconsumptionist Dz the 
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traditional labor supply curve can occasion instability while the leisure- 
dominated S-curve is conducive to a stable wage-level pattern. Illu- 
minating as these results are, they are unimportant unless there is strong 
reason to accept the underconsumptionist Dz pattern as representative 
of labor market facts. 


III. Wage Determination and Changes in Di 


Under conditions of competition it is to the intersection of the Dz 
and S, curves that we must look for the equilibrium wage and volume 
of labor hire. As a rule, stability requires that the Dz function fall to 
the right and Sz rise to the right.** Because of the possibility of the 
combination of the underconsumptionist D, and the traditional Sz, 
we ought be prepared to find some instability in the labor market. But 
it may be surmised that this is not the most common case. 

Even more interesting than the stability question, which refers to 
given functions, is the matter of the interlocked nature of labor-demand 
and labor-supply shifts due to the interdependent relationship that has 
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Ficure 5. AN INCREASE IN Dz AND AN INTER- 
DEPENDENT DECREASE IN Sz 


been revealed. For example, suppose that, as a result of a rise in the 
inducement to invest, the Di component of aggregate demand climbs 
higher, raising the D-function of Figure 2 and the volume of labor 
demanded at each money wage rate. With labor-productivity functions 
unchanged, the Dz curve will move rightward and each money wage 
rate will now signify a lower real wage than before. Inevitably the Dz 
shift will carry with it a displacement of the S: function inasmuch as 
the latter is geared to the level of real income implicit in D,. With the 
traditional labor-supply curve, for example, as Dz moves rightward 
from D,’ to D.” in Figure 5, S: moves leftward from S:’ to Sx”. 
Essentially, the effect is to curb the expansion in employment while 


%See Melvin Reder, Studies in the Theory of Welfare Economics (New York, 1947), 
pp. 112-15. For an analysis of the stability issue in terms of a likely Dz-function see my 
Price Theory, p. 123, Fig. 4a. 
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accommodating an important wage movement and price-level upswing. 
It can be inferred from this that if increases in investment demand 
occur, a rather small change in the employment figure is capable of 
accompanying a fairly sharp change in the money-wage level. Practi- 
cally, this does not seem too far-fetched; often rather small changes 
in the employment total appear to be correlated with substantial pres- 
sure on the money-wage level. Functions which promise stability for 
small changes along their course thus need not exemplify “stability in 
the small” when even rather minor dislodgements in the full functions 
are investigated.”® 

Similarly, the interlocked shift of the S-labor-supply function will 
be leftward for each rightward movement in Dz. As in the preceding 
case, this too implies some tempering in the employment expansion. 
By drawing the requisite figure it can be shown that one sequel might 
be to reduce the number of intersections of multiple equilibria. Shifts 
in the underconsumptionist D., where credence is given to this possi- 
bility, can be handled in a like fashion. 

The whole discussion of labor-supply phenomena has been based 
on the supposition that attitudes toward work are constant and are 
unaffected by shifts in Dz. Where this supposition is not justified by 
the facts, each demand change will require a reconstitution of the 
labor-supply curve. Manifestly, there is no imperative reason why 
changes in work-attitudes need accompany changes in labor-demand. 
If there is interdependence here also, then traditional theory has been 
in error in treating the two functions as independent and alterable, as 
a rule, by separate sets of forces.?° 


IV. APPENDIX 


A mathematical restatement of the argument is not presented here, but 
some of the main ideas are stated in symbolic form, and some of the proofs 
for propositions utilized in the main text are also developed. The major no- 
tions are those concerned with the derivation of the D, and S, functions; 
we consider these first. 


Note 1. The Derivation of D, and S, 
In general the aggregate supply or proceeds function may be written: 
N = N(2). (1.1) 
Both N and Z have the meanings already assigned to them. Usually, begin- 


”For an analysis of stability as a first exercise in dynamics, see Paul A. Samuelson, 
Foundations of Economic Analysis (Cambridge, 1947), Ch. 9. 


* See, however, K. W. Rothschild, The Theory of Wages (New York, 1954), pp. 26-31. 
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ning with Keynes, the inverse function has been used to denote aggregate 
supply; this also becomes more convenient for our purposes. Thus: 


Z=Z(N). (1.2) 


Holding constant the stock of equipment, the productivity functions of labor 
in the individual outputs, the degree of monopoly, the prices of productive 
factors other than labor, and disregarding the problems of nonintegration, 
then the money wage scale alone becomes a relevant parameter for our analy- 
sis. So (1.2) becomes: 


Z=2Z(N;w). (1.3) 


In the same way aggregate demand D in money terms can also be written 
as a function of the level of employment and the money wage level. Thus: 


D= D(N; w). (1.4) 


Implicitly, through its dependence on N where, according to (1.1), N de- 
pends on Z, aggregate demand also rests upon the latter value. 
Equilibrium requires that D = Z or: 


D(\N; w) = Z(N; w). (1.5) 


In (1.5) we have one equation and two unknowns. Taking w as a parametric 
constant w’ the level of employment is therefore determinate at each wage 
rate. Thus: 


N = ¢(w) = D(N; w’) = Z(N; w’). (1.6) 


But (1.6) represents simply the demand for labor at each wage rate. Thus, 
inasmuch as the V-quantities extracted in (1.6) represent D,, we can write: 


N = Dz = $(w). (1.7) 


This is the demand function for labor, where w represents the money wage 
with real wage implications, as disclosed in (1.5), and as argued earlier. 

The labor supply function has been made dependent, at each money wage, 
upon the corresponding amount of labor demand (equation 8 above). Thus 
S, can be written, as described earlier, as: 


St = W(w, Dz, U)= ¥{w, o(w), U}. (1.8) 


The term U represents the leisure-income preference function and may be 
taken as given. 

Writing D, = S, and solving for w, the equilibrium money wage rate for 
a competitive market can be elicited. In order that an equilibrium wage rate 
exist, it is of course essential that certain restrictions be placed upon the 
shape and position of the two functions; visualizing the curves these would 
amount to an assurance that the curves intersect, requiring in principle that 
the simultaneous equations are compatible. Additional restrictions concerning 
the slope of the curves would be necessary in order to insure the stability of 
equilibrium. 
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Note 2. Aggregate Supply and Industry Supply 


In lieu of an elaborate geometrical exposition the following symbolism may 
be of some assistance in helping to clarify the elements involved in the aggre- 
gation procedure whereby industry supply concepts are transformed into 
notions of aggregate supply. Writing Z and N as before, and P for supply 
prices and Q for outputs of particular products, with subscripts introduced to 
fix the specific price and output position under review, while superscripts 
refer to the individual (competitive) industries comprising the economy, 
then: 


= PyQy + + + = (2.1) 


Employment, with factor prices constant, is a function of output, thus: 


Ne = f(Q*), N* = f(Q),---, N* = f(Q). (2.2) 
The total employment NV, accompanying Z,, when output is Q,' in individual 
firms, is given by the sum of the values obtained from the labor-hire or 
inverse production functions defined in (2.2). Thus: 


N, = 

Each N, Z coordinate is in this way tethered to points on the supply 
curves of individual industries, and hence the presuppositions of microeco- 
nomic supply phenomena wend their way into the Z-function. Just as each 
Z-point is regarded as referring to expected proceeds and the associated em- 
ployment, each point on the industry supply curve can be interpreted to 
mean the output volume forthcoming in response to an expected (i.e. virtual 
or hypothetical) market price. 

Difficulties in aggregation from the microeconomic foundations arise when 
the output expansion in response to AZ is not uniform among the various 
industries. Still, the principle of eliciting the industry components of the 
N-total to accompany Z is unimpaired, though an exposition of the matter 
could become extremely intricate. 


Note 3. The Elasticity of Z and Diminishing Returns 


The proof of the connection between the inelasticity of Z and the diminish- 
ing marginal productivity of labor must, it seems, be approached indirectly. 
For the elasticity of the proceeds function at any given N-point, write: 


ZdN > 1 
NdZ < 
At the industry level, Z = PQ and dZ =PdQ + QdP. Thus if E, = 1, we 
may write: 


(3.1) 


Q dQ. QdP dQ 
Nan PdQ) dN (3.2) 
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Q/N is, of course, the average product of labor and dQ/dN is the marginal 
product. In the simple case where E, = 1, either the second term on the 
right can be zero, with marginal and average product thereby being equal, 
or the term can be negative while the marginal product of labor is greater 
than the average product. The last relation can be eliminated by virtue of 
the competitive hypothesis but it indicates an element of murkiness for the 
cases of 
E, 2 1. 


If, however, we substitute equations (1) and (2) from the main text above 
into the formula (3.1) for Z, we find: 
Z dN wt(F+R)/N> 


= 1. (3.3) 
N dz w+dR/dN < 


Hence if dR/dN, which denotes the marginal rate of profits in the case of 
an expansion of NV with w constant, is greater than the average rate of fixed 
income and profits per unit of employment, then EZ, < 1. This ought be the 
typical pattern under conditions of diminishing marginal labor productivity 
after fixed incomes become unimportant relative to the volume of employment. 


Note 4. The Profit Increment after a Wage Rise 


To derive the increment in profits on tne assumption that employment and 
output are constant despite the rise in wages, and bearing in mind that at 
the level of the individual firm price = marginal costs, then: 


(4.1) 


This is the formula for the marginal value product of labor equaling the 
money wage rate, or for price being equal to marginal cost on the assumption 
that labor is the only variable factor. (It need hardly be mentioned that 
f = dQ/dN, which is the marginal physical product of labor). 

For the same output as before, the change in price after the rise in the 
wage scale is: 


oP 1 
dP = —dw = — dw. (4.2) 
Ow f 


The necessary change in proceeds in order to maintain the output constant 
would then be: 


QdP = dw. (4.3) 


The increase in profits, after deducting the increase in the wage bill, which 
amounts to Ndw, would be: 
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f 
=N du (4.4) 
& M . 


In (4.4) A is written for average product and M for marginal product (see 
equation 5 above). Inasmuch as the ratio A/M will ordinarily exceed unity 
under competitive conditions, there is a positive increment in profits ensuing 
from the wage rise and output constancy. In the limiting case A = M so that 
the change in profits is nil. 

Of course this formula underestimates the profit increase in that it assumes 
that the output at which profits are maximized will remain unchanged. If 
this assumption is not satisfied, and globally it would be satisfied only under 
a Keynesian D,, the profit increment will be even larger than the total indi- 
cated in (4.4). 
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FISCAL POLICY IN THE ’THIRTIES: A REAPPRAISAL 


By E. Cary Brown* 


The question of how effectively fiscal policy promoted recovery in 
the ’thirties has agitated a good fraction of the profession at one time 
or another. The advent of the second world war shifted attention away 
from this question, and the insight and improvements gained from the 
major developments in national income measurement and analysis 
have not been properly reapplied to this highly interesting period. 
Some recent studies have been made of the dynamic aspects of fiscal 
policy in the 1937 recession.’ But I would like to re-examine the direct 
annual static effects of fiscal policy on demand in the ’thirties, ignoring 
specific timing problems. 

Some measure of the contribution of fiscal policy to effective demand 
will be needed for this purpose. Early work in this field* developed 
the concept of net-income-creating expenditures of government—a 
major forward step towards a more careful measurement of the direct 
effects of fiscal policy. But, important as was this early concept, it has 
a number of weaknesses in measuring the impact of fiscal policy on 
total demand. A reformulation is made in Section I. The findings from 
the application of this revised concept are set forth in Section II. 


I. Concept of Fiscal Contribution to Effective Demand* 


Governmental financial activities make many and varied contri- 
butions to demand for goods and services. Government expenditures 
directly increase demand for output; taxes decrease private demand 


* The author is associate professor of economics at the Massachusetts Institute of Tech- 
nology. He wishes to express his appreciation for the statistical assistance given him by Mrs. 
Betsy Hedden. 

*K. D. Roose, “The Role of Net Government Contribution to Income in the Recession 
and Revival of 1937-8,” Jour. Finance, Mar. 1951, VI, 1-18, also appearing in Ch. 5 in 
the same writer’s The Economics of Recession and Revival: An Interpretation of 1937-8 
(New Haven, 1954); and D. A. Hayes, Business Confidence and Business Activity: A Case 
Study of the Recession of 1937, Michigan Bus. Stud., Vol. X, No. 5 (Ann Arbor, 1951). 
These studies have relied on Villard data, see note 2, below. 

?See especially H. H. Villard, Deficit Spending and the National Income (New York, 
1941), Parts III and IV, and his references to the earlier work of others, notably the work 
of L. Currie and M. Krost, and G. Colm and F, Lehmann. 


* For a useful discussion of this problem, see W. H. White, “Measuring the Inflationary 
Significance of a Government Budget,” Internat. Mon. Fund Staff Papers, April 1951, 
I, 355-78; and the various discussions of the balanced-budget theorem. 


858 THE AMERICAN ECONOMIC REVIEW 


for it. Monetary activities—open market and similar lending-borrowing 
actions, and changes in reserve requirements—can also affect rates 
of private demand. These initial shifts in demand in turn lead to 
induced changes in private spending. The resulting multiplied effects on 
income depend among other things on the relationship of governmental 
taxing and spending to national income. Finally, governmental financial 
activities can give rise to variations in private demand through sub- 
stitution effects induced by changes in relative prices or in expectations, 
and these may either contract or expand private demand still further. 
It is impossible to include all of these effects in a measure of fiscal 
contribution to total demand. Some narrowing is necessary. 

1. The concept we will use excludes monetary activities entirely, to 
the extent this is feasible, by omitting all governmental as well as 
private lending and borrowing activities. Earlier studies included some 
of these activities and excluded others. 

2. Modern income analysis distinguishes between the way in which 
government purchases, taxes, and transfers, respectively affect demand, 
whereas the older studies lumped them all together. The income effects 
of taxes and transfers are now understood to result from changes in dis- 
posable income and profits. In assuming that taxes and government pur- 
chases affect total demand equally without regard to sign, the older stud- 
ies either assumed a private marginal propensity to spend of unity, or 
made no adjustment for the portion of taxes or transfers coming out 
of saving. In our concept this obvious correction will be made. 

3. The initial effect of fiscal policy on total demand for goods and 
services at any particular income level depends on tax-transfer yields 
and purchases of goods and services. These amounts in turn result 
from a movement along given tax-transfer and expenditure schedules 
(automatic policies) and shifts in such schedules through legislation or 
other governmental action (discretionary policies). The initial effect 
on total demand (the multiplicand) can be converted into an induced 
change in income by applying the proper multiplier. 

These concepts are illustrated in Figure 1. The middle schedule 
(C + 7) relates the amount of private demand for output to various 
levels of income. The lower schedule (C + J — aT) represents the pre- 
vious schedule less the reduction in private demand from the net tax 
yield (taxes less transfer payments). The vertical distance between 
these schedules (AB at OY:) represents the reduction in private de- 
mand (a7) resulting from the tax-transfer schedule (7). To this 
schedule showing the reduced private demand is added government 
purchases (AC at OY,), assumed to be autonomous. The difference be- 
tween this highest schedule (C + 1+ G-—aT) and the initial one 
(C + J) represents the amount by which the government has shifted 
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the total demand schedule (BC at OY:) through fiscal action—the 
combined effect of spending and taxing. This initial shift in demand 
has given rise to induced changes in income and demand for output 
and a new equilibrium OY; is the only one consistent with the new 
aggregate demand schedule. In Figure 1, OY: is greater than OYo, the 
equilibrium consistent with the aggregate demand schedule (C + J), 
but it need not necessarily be. 

It is clearly a matter of convenience whether we measure the total 
effects of the government budget on income (OY; less OY» in Figure 1) 
or the effects of the government budget in shifting the demand schedule 
(BC at OY; in Figure 1).* If we want the effect on equilibrium output, 
however, we must estimate not only the shift in the demand schedules 
attributable to the budget, but must also know how private demand 
schedules behave with changes in income. While our knowledge of the 
initial effects of taxes (and transfers) on demand could certainly be 
improved on, it is in a considerably less precarious state than quantita- 
tive notions of the multiplier. The former depends essentially on the 
relationship of spending to disposable income and profits, while the 
latter depends in addition on the relationship of disposable income and 
profits to national product or income. If we limit our study, then, to 
the multiplicand—the vertical shift in aggregate demand—we can 
avoid this latter problem. 


‘In simple linear cases the expansion of output from government purchases is: 
1 
Pi-b 
where G = government purchases in money terms, P =a price index to a base of 1, and 


b = the marginal propensity to spend national product. 
The contraction of output from taxes less transfers is: 


where T = taxes less transfers, and a = marginal propensity to spend disposable income 
and profits. 
The total net expansion is: 


G-—aT 1 
P 
Since we are interested in the shift in the demand schedule itself, we can determine this 
by dividing the preceding expression by 
1 
i-b 
The preceding expression is then: 


G—aT 
P 


* Although not entirely. A minor adjustment discussed in Section II, 2 of Appendix A 
depends on the marginal propensity to spend national income. 


aT 1 


THE AMERICAN ECONOMIC REVIEW 
(G+1+G-0T) 


(8 
| 

(C+TI- aT) 
A 


DEMAND FOR NNP 


| 
| 
| 
| 
| 
| 


| 
| 
| 
| 
| 
| 
| 
Y 


Yo 


Ficure 1 


4. The size of the vertical shift in the demand schedule, however, 
depends on the income level at which it is measured. It is usually as- 
sumed that government purchases are autonomous, and we follow that 
assumption here. But taxes and transfers vary with income. Assuming 
for simplicity that the marginal propensity to spend (a) is constant, 
Figure 2 shows the shift in the demand schedule attributable to fiscal 


DEMAND FOR NNP 


Ficure 2 


policy. The G schedule represents autonomous government purchases. 
The aT schedule represents the relationship to income of the demand- 
reducing effects of taxes less transfers. The net direct effect on demand 
is represented by the distance between the two schedules. It is posi- 
tive, or expansionary, for income levels below OY:, and negative, or 
deflationary, above income level OY:. 
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The older studies measured the shift in the demand schedule in any 
particular year from the observed level of income, whatever it might 
have been. In the period beginning in 1929, income varied from a full- 
employment level to various fractions of it. Hence, their method of 
measurement picked up two kinds of change: shifts in the demand 
schedule because of legislative changes in tax-transfer schedules, and 
movements along given schedules. 

This weakness is illustrated in Figure 3, where two different tax 
schedules, T: and T:, are assumed to be in operation at observed in- 


DEMAND FOR NNP 


Ficure 3 


comes of OY: and OF2, respectively. The direct expansionary effect 
of the G schedule and the tax schedule T: at income level OY: is CD, 
while that of T2 at OY2 is AB—a larger amount than CD. The inno- 
cent observer might think fiscal policy to be more expansionary under 
schedule 7, than under 7:, simply because at the observed level of in- 
come the effect on demand is larger. Yet at any given level of income, 
private demand associated with that income is smaller under schedule 
T: than 7:1, assuming the same relationship between private income 
after tax and spending to continue. Indeed, to maintain a particular 
equilibrium level of output, private demand out of private disposable 
income would have to be autonomously higher under 7, than under 7:. 
Put in another way, disposable private income would be smaller under 
T. at any particular level of income. Therefore, the mere continuation 
of the old spending relationship to disposable income that held under 
schedule 7; would be inadequate to bring equilibrium income up to its 
level under schedule T>. 

An important test of fiscal policy, therefore, is whether it was more 
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or less expansive or more or less contractive from one year to another 
at some particular level of income. But, if the shift in the demand 
schedule attributable to fiscal policy is to be measured consistently 
from one level of income rather than from the variable incomes actu- 
ally observed, which shall it be? For purposes of policy, that of “full 
employment” seems the most relevant income level. Our test then be- 
comes whether total full-employment demand is enhanced or reduced 
by fiscal activity.® 

5. In this study we have treated government expenditures (both 
purchases and transfers) as autonomous. Taxes have been roughly 
adjusted to full-employment levels by separating them into two cate- 
gories—“fixed” and “variable.” The “fixed” taxes are assumed to be 
autonomous and the variable to increase proportionately with income. 
Various assumed and constant marginal propensities to spend out of 
transfers and taxes have been used. These problems are discussed 
further in Appendix A. Considerable refinement could be made in these 
crude procedures, and we hope they will be undertaken. However, a 
fairly wide range of assumptions have been tried in these computations, 
and it is doubtful that refinements would upset any of the major find- 
ings. 

6. A still further adjustment is necessary to appraise the significance 
of fiscal policy in relative terms. Since the economy was growing 

*In commenting on this paper, R. A. Musgrave suggested an alternative measure which 
relates the contribution of fiscal policy in any one year to what it should have been to 
secure full employment. 

The income provided by the budget less income that would have arisen in the absence of 


the budget would be: 
G 


1 1 
1 — d(1 — 2) 1-b 
where ¢ = proportional rate of tax in a particular year. The measure of performance may 
then be written: 


G 1 ( 1 1 ) 
1— — 2) 1—b 
Ve 
where Y; = full employment income and Y= level of income that would have arisen 
without a budget. If G is at a high enough level so that 
G+I 
1—b(1—2) 
fiscal policy would be performing perfectly. M would equal 1, since 
A coefficient of less than 1 would show inadequate performance. Obviously, other income 
levels than Y. could be appropriate for comparison. 
This measure is clearly more satisfactory in relating fiscal policy to the need foz it. But 
its magnitude depends on the multiplier, reliance on which I have tried to avoid even at 
the cost of some loss of significance. 


M= 
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throughout the ’thirties, a given effect on demand in real dollars in 
1929 would have less relative impact in later years. We have inter- 
polated between 1929 and 1942 to estimate the full-employment level 
of income for successive years in this period and have found a growth 
rate of slightly more than 3 per cent per year since 1929. All real 
dollar shifts in demand have then been expressed as percentages of 
full-employment income. A constant fiscal contribution to total de- 
mand means that the shift in the aggregate demand schedule that we 
attribute to fiscal policy is a constant per cent of full-employment in- 
come. In absolute terms it is an amount growing at about 3 per cent 
per year. 
II. Summary of Findings 


The results of the statistical manipulations discussed in Section I 
are presented in Table I. The general reader’s attention is directed to 
Column 14 for the main findings of the study. Statistical qualifications 
are considered in more detail in Appendix A, and a sample computation 
can be found for 1933 in Appendix B. 

Subject to all the limitations of analysis and procedure discussed 
previously and in Appendix A, certain broad findings seem to stand 
out: 

1. The direct effects on aggregate full-employment demand of the 
fiscal policy undertaken by all three levels of government was clearly 
relatively stronger in the ’thirties than in 1929 in only two years—1931 
and 1936—with 1931 markedly higher than 1936. (Table I, Column 
14, and Figure 4). These were years in which large payments were 
made under the veterans’ adjusted compensation programs—programs 
passed by Congress over the vigorous opposition of both the Hoover 
and Roosevelt administrations.” 

If they were eliminated, 1931 would remain clearly above 1929, but 
1936 would fall below it. In three other years—1930, 1932, and 1939— 
the expansionary effect of fiscal policy was somewhat higher than in 
1929, while in 1934 and 1935 it was virtually the same. In two years— 
1933 and 1937—fiscal policy was markedly less expansionary than in 
1929, and in 1938 slightly less so. 

The trend of the direct effects of fiscal policy on aggregate full-em- 
ployment demand is definitely downward throughout the ’thirties. For 
recovery to have been achieved in this period, private demand would 
have had to be higher out of a given private disposable income than it 
was in 1929. Fiscal policy, then, seems to have been an unsuccessful 
recovery device in the ’thirties—not because it did not work, but be- 

*P. Studenski and H. E. Krooss, Financial History of the United States (New York, 


1952), pp. 356, 414. In current prices these programs amounted to $1.0 billion in 1931 and 
$1.4 billion in 1936. 
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Taste I, Errect oF Fiscat Poricy ON AGGREGATE DEMAND SCHEDULE 
(Money figures in billions) 
Initial Shift in Adjustment for Divergence 
Full-Employment Demand between Cost of Public and 
Gin T in Actual Actual F.E. when a= Private Goods 
Calendar| Current | Current - 
Year rices Prices when b= 
7 8 9 
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 
All Governments 
1929 $ 8.5 $9.5 $13.6 $12.4 $12.4 $4.9 $3.7 $2.4 $11.0 —$1.6 —$2.1 | —$2.6 
1930 9.2 8.9 15.1 11.9 13.0 6.0 4.7 3.4 12.3 —1.7 —2.2 | -—2.8 
193 9.2 6.4 15.9 if 11.0 8.2 7.1 6.0 13.5 —1.4 —1.9 —2.4 
1932 8.1 6.4 15.1 10. 13.7 5.5 4.1 2.8 13.3 —1.1 —1.4 —1.8 
1933 8.0 6.7 14.9 11. 16.6 3.3 1.6 0.0 13.8 —0.7 —0.9 —1.1 
1934 9.8 7.4 17.2 12. 17.5 5.0 3.2 1.4 16.4 —0.5 —0.6 —0.8 
1935 | 10.0 8.0 | 17.4 13. 7.3 5.3 3.6 1.8 16.3 —0.7 —0.9 —1.1 
1936 11.8 8.9 20.3 14. 18.3 7.5 5.7 3.8 19.0 —0.8 —1.0 —1.3 
1937 11.7 12.2 19.7 19 23.2 3.5 1.1 —1.2 18.3 —0.8 —1.1 —1.4 
1938 | 12.8 11.3 2.1 17. 23.3 5.8 3.5 1.1 20.2 | —1.1 | —1.5 | —1.9 
1939 | 13.3 11.2 | 22.8 18. 22.5 7.0 4.8 2.5 | 21.4 | -08 | —1.1 | -1.4 
Federal 
1929 1.4 2.6 2.5 3.4 3.4 0.1 | -0.2 | -0.6 1.8 | -0.4 | —0.6 | —0.7 
1930 1.5 1.8 2.9 2.4 3.0 0.8 0.5 0.2 20 | —0.5 | -0.7 | —0.9 
1931 1.8 | —0.3 3.4 | 0.4 0.3 3.2 3.2 3.1 2.6 | —0.5 | -0.6 | -0.8 
1932 1.6 0.1 3.2 0.2 1.5 2.1 2.0 1.8 2.6 | -0.4 | —0.5 | —0.6 
1933 2.5 1.2 5.2 2.1 4.7 1.9 1.4 1.0 4.3 | -0.5 | -0.7 | —0.9 
1934 4.6 1.8 8.4 3.0 5.6 4.5 3.9 3.4 7.7) -0.4 | -0.6 | -0.7 
1935 4.6 2.1 8.3 3.4 5.5 4.4 3.9 3.3 7.5 —0.5 —0.6 —0.8 
1936 5.4 2.0 9.3 3.2 5.4 5.5 5.0 4.4 8.7 —0.4 | —0.5 —0.6 
1937 5.1 4.9 8.8 7.6 10.2 1.7 0.6 —0.4 8.0 -—0.5 | —0.6 —0.8 
1938 5.9 3.9 10.6 6.1 9.4 4.0 3.1 2.1 9.3 —0.8 —1.0 —1.3 
1939 5.8 3.6 10.2 5.8 8.5 4.2 3.4 2.5 9.3 —0.5 | —0.7 —0.9 
State and Local 
1929 7.1 6.9 11.0 9.0 9.0 4.7 3.8 2.9 9.2 —1.1 —1.4 —1.8 
1930 Pe 7.1 12.3 9.5 10.0 5.3 4.3 3.3 10.3 —1.2 —1.6 —2.0 
193 7.4 6.7 12.5 9.8 10.8 4.9 3.9 2.8 10.9 —1.0 —1.3 —1.6 
1932 6.5 6.2 11.9 10.2 12.2 3.4 2.1 0.9 10.7 —0.7 —1.0 —1.2 
1933 5.5 5.5 9.7 9.5 11.9 1.4 0.2 —1.0 9.5 —0.1 —0.2 —0.2 
1934 | 5.2 5.6 8.9 9.4 11.9 0.6 —0.6 —1.8 8.7 —0.1 —0.2 —0.2 
1935 5.4 5.9 9.0 9.6 11.8 0.7 —0.4 —1.6 8.8 —0.1 —0.2 —0.2 
1936 6.4 6.9 11.0 11.1 2.9 2.0 0.7 —0.6 10.3 —0.4 —0.6 —0.7 
1937 6.6 7.3 10.8 11.4 13.0 1.7 0.4 —0.9 10.3 —0.3 —0.4 —0.5 
1938 6.9 7.4 11.5 11.7 13.9 1.8 0.4 —1.0 10.9 —0.4 —0.5 —0.6 
1939 7.5 7.6 12.6 12.2 14.0 2.8 1.4 0.0 12.1 —0.3 —0.4 —0.5 
ources for Table I : 
Column Description Source 
1 Government purchases in current prices U.S. Dept. of Commerce, National Income, 1954 Ed., Table 9. Subtract Column 
23 from State and Local and add to Federal. 
2 Taxes less transfers in current prices Federal: National Income, Table 8, Line 2, less Table 9, Lines 12, 14, 18 and less 
Column 25. 
State and Local: National Income, Table 8, Line 22, leas Table 9, Lines 24, 25 and 
28, and Table 8, Line 44 and plus Column 25. 
3 Actual government purchases in 1947 prices National Income, Table 40, Lines 16 and 17. Subtract Column 24 from State and 
Local and add to Federal. 
4 Actual taxes less transfers in 1947 prices Column 2+Consumer Price Index, 1947 = 100. 
5 Full-employment taxes less transfers in 1947 Columns 20+22. 
rices 
6-8 Inftial shift in full-employment demand Column 3 minus 5 multiplied by the assumed marginal propensity to spend dis- 
‘ posable income (a). 
9 Actual government purchases in 1947 consumer Column 1+Consumer Price Index, 1947=100. 
rices 
10-12 Adjustment for divergence between government Column 9 minus Column 3 multiplied by the assumed marginal propensity to 


and consumer prices 


spend GNP(6). 
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TABLE I (Continued) 


Ne Shift in Demand As Per cent of F .E. GNP Real Taxes—T'/Pp Grants-in-Aid 
Real GNP — 
we b=.6 anda= | when a=.9 and Variable G G/Pg T T/Pp 
— Fixed 
| Full 
Actual | F.E. Actual | Employ- 
.9 1.0 ment 
(13) (14) (15) (16) (17) (18) (19) (20) (21) (22) (23) (24) (25) (26) 
All Governments 
2.2% | 1.4%] 0.5%| 0.2% —0.1%| $149.3 | $149.3 | | | | | 
2.8 | 1.9 1.1 0.8 0.4 | 135.2] 154.0 | 
4.3 | 3.6 2.9 2.6 2.3 126.6 148.0 | 
2.7 | 1.8 1.0 0.9 0.6 107.6 163.9 | 
1.5 0.5 —0.4 —0.5 -0.7 103.7 169.1 | 
2.6 1.5 9.5 0.5 0.3 | 113.4] 174.4 
2.6 1.6 | 0.6 0.5 0.4 | 127.8] 179.9 | 
3.6 | 2.6 | 1.6 1.5 1.3 142.5 185.6 | | 
1.4 | 0.2 | —1.0 —1.2 —1.3 153.5 | 191.5 
2.4 | 1.2 0.0 —0.2 —0.4 145.9 | 197.5 
3.0 | 2.0 0.8 0.7 0.5 | 157.5 | 203.7 
Federal 
—0.2 | —0.4 | -0.7 -—0.8 | —0.9 $-1.5 | $4.9 | $4.9 | $0.1 $0.2 | $0.0 | $0.0 
0.2 0.0 —0.2 —0.3 —0.5 —1.5 3.9 4.5 0.1 0.2 0.0 0.0 
i ee 1.6 1.6 1.4 —3.2 2.8 3.5 0.3 0.5 0.0 0.0 
1.0 10); 09 | 0.8 0.7 —2.3 2.5 3.8 0.1 0.2 0.0 0.0 
0.8 0.5 | 0.3 ; 02 0.1 —2.1 4.2 6.8 0.5 0.9 0.0 0.0 
2.4 | 2.0 he | 1.6 1.5 —2.0 4.9 7.6 1.6 2.7 0.0 0.0 
2.2 | 1.9 1.6 1.5 1.4 —1.9 5.3 7.4 1.7 2.9 0.0 0.0 
2.7 | 32.5 | 2.2 2.1 2.0 —4.3 7.4 | 9.7 0.6 1.0 0.1 0.2 
0.6 0.1 ee 5 —0.5 —0.6 | —2.6 10.2 | 12.8 0.6 1.0 0.2 0.3 
1.6 12 |] 0 7 0.6 0.4 | —3.3 9.4 12.7 0.6 1.0 0.2 0.3 
1.8 14 1.0 0.9 0.8 | | 93 | 120] 07 | 12} 03 | 
State and Local 
24 | 18 1.2 1.0 | 0.7 | 3.4 | 3.4 | 
2.7 } 2.0 1.4 1.1 | 0.8 5.9 3.6 4.1 
2.5 1.8 1.1 0.9 | 0.8 6.0 3.8 4.8 | 
1.6 | 0.9 0.1 —0.1 | —0.2 6.2 4.0 6.0 
0.8 | 0.1 -0.7 —0.7 —0.7 5.3 4.1 6.6 
0.3 | —0.4 1.1 —1.1 -1.1 4.8 4.6 7.1 
0.3 | —0.3 | —0.9 —1.0 —1.0 | 4.6 5.1 7.2 
0.9 0.2 0.5 | —0.6 | —0.7 | 5.3 | 5.8 | 7.6 
0.7 ; 0 1 | —0.6 —0.7 —0.7 5.3 6.2 7.7 
0.7 0.0 —0.7 —0.8 —0.8 5.3 6.4 8.6 
12 | 0.5 |-0.1 | -0.2 | 0.2 | 5.5 | 6.7 | 8.5 
Column Description Source 
13-17 Net shift in demand at full employment, ex- Combinations of Columns 6 through 8 and Columns 10 through 12 divided by 
pressed as a per cent of full-employment GNP Column 19. 
18 Actual gross national product in 1947 prices National Income, Table 40. 
19 oyment gross national product in 1947 GNP;=$149.3 by interpolation between 1929 and 1942, 
National Income, Table 40 
20 Fixed ta taxes in 1947 prices Federal: National Income, Table 9, Lines 12, 14, less Column 26 
State and local: National Income, Table 8, Lines 26, 39, 40, Mi: less Table 9, 
Lines 24, 25, plus Column 26. All data +Consumer Price Index, 1947= 100. 
21 Actual variable taxes in 1947 prices Column 4—20. 
22 Full employment variable taxes in 1947 prices Column 21 Column 19—Column 18, 
23 Grants-in-aid for purchases in current prices National Income, Table 8, Line 44, minus Column 25, 
24 Grants-in-ald for purchases in 1947 prices Column 23—National Income, Table 41, Line 15, 
25 Grante-in-aid for transfers in current prices James A. Maxwell, op. cit., Table 4 Line la, p. 4. Data for fiscal year assumed 
to apply to relevant calendar year. 
26 Grants-in-aid for transfers in 1947 prices Column 25 +Consumer Price Index, 1947 = 100. 
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cause it was not tried. While differing in many details, this finding 
bears out Hansen’s conclusions reached in 1941: “Despite the fairly 
good showing made in the recovery up to 1937, the fact is that neither 
before nor since has the administration pursued a really positive ex- 
pansionist program. . . . For the most part, the federal government 
engaged in a salvaging program and not in a program of positive ex- 


T 


PERCENT OF FULL-EMPLOYMENT GNP 


1929 Level / 


1929 30 31 32 33 34 38 36 37 38 1939 
Source: Column !4, Toble | 


Ficure 4. Errect or Fiscat Poticy on Futt-EMPLOYMENT DEMAND 
(All governments) 


pansion.’* It is in sharp contrast to Smithies’ view: “My main con- 
clusion on government policy from the experience of the ’thirties is 
that fiscal policy did prove to be an effective and indeed the only effec- 
tive means to recovery.’” 

2. The federal government’s fiscal action was more expansionary 
throughout the ’thirties than it was in 1929 (Table I and Figure 5). 
In 1929, its fiscal action resulted in a substantial net drag on total 
demand. But this changed sharply in 1931 to an expansionary effect 
(although here again the vetoed veterans’ adjusted compensation 
should be borne in mind). Expansion continued throughout the period 
except for the sharp drop in 1937, which represented a shift in demand 
of over 21% per cent of GNP in one year. It was followed by expansion- 


*A. H. Hansen, Fiscal Policy and Business Cycles (New York, 1941), p. 84. 
*A. Smithies, “The American Economy in the Thirties,” Am. Econ. Rev., Proceedings, 
May 1946, XXXVI, 26. 
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ary activity on a fairly large scale, but not of sufficient size to approach 
that of 1934-36." 

3. State and local governments’ fiscal policy was expansionary 
through 1933, but decreasingly so. By 1934, it had fallen clearly below 
1929 and remained in an almost neutral position throughout the rest 
of the period. The federal government’s policies were little more than 
adequate in most years of the ’thirties to offset these contractive effects 
of state and local governments.'' Indeed if we take the seven years 


\ 


State & Local 


PERCENT OF FULL-EMPLOYMENT GNP 


i929 BW 32 33 34 35 37 38 1939 
Source: Column /4, Table | 


Ficure 5, Errect or Fiscat Poticy on Futt-EMPLOYMENT DEMAND 
(Federal, State and Local Governments) 


from 1933 on, in only two was the federal share significantly more than 
enough to offset state and local shrinkages. 

4. The primary failure of fiscal policy to be expansive in this period 
is attributable to the sharp increase in tax structures enacted at all 
levels of government. Total government purchases of goods and serv- 


* This finding also differs from Maxwell’s interpretation: “In lesser depressions—1921, 
1938, 1949—recovery was rapid without the assistance of positive fiscal policy. Indeed in 
1938 the fiscal policy was probably perverse.” J. A. Maxwell, Fiscal Policy (New York, 
1955) p. 99. Both the federal government and all governments combined show an increase 
in expansionary activity in 1938 and 1939 as compared with 1937. . 

“ Here again our findings differ from Smithies’. He writes: “The single factor operating 
in the opposite direction was the expansionary fiscal policy of the federal government, 
which considerably more than offset the contraction in the construction programs of state 
and local governments which occurred after 1929, and afforded a strong positive stimulus 
to national income and thereby increased the rate of private consumption and investment.” 
Op. cit., p. 24. 
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ices expanded virtually every year, with federal expansion especially 
marked in 1933 and 1934 (Figure 6). But full-employment tax yields 
more than kept pace. Our rough estimates show that in 1929, a year 
of full employment, all governments combined had a deficit (federal 
surplus and state and local deficit), while 1933 to 1939, except for 
1936, were years of surplus or approximate balance at full employment. 

The changes made in the tax structure in this period were marked, 
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Source: Columns 3 and 5, Table | 


Ficure 6. GovERNMENTAL PurcHaAses & TAXES 
(At Full Employment) 


but their quantitative impact has been masked by the sharp fall in 
total income and tax yields. The federal Revenue Act of 1932 virtually 
doubled full-employment tax yields and essentially set the tax structure 
for the entire period up to the second world war. Since the highly de- 
flationary impact of this tax law has not been fully appreciated, some 
of its major provisions are briefly noted here.” 

The Revenue Act of 1932 pushed up rates virtually across the board, 
but notably on the lower- and middle-income groups. The scope of the 
act was clearly the equivalent of major wartime enactments. Personal 
income tax exemptions were slashed, the normal-tax as well as surtax 

™ The enactment of this law is ably detailed in R. E. Paul, Taxation in the United States 
(Boston, 1954) pp. 149-62; and R. G. and G. C. Blakey, The Federal Income Tax (New 
York, 1940) Ch. 12. 
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rates were sharply raised, and the earned-income credit equal to 25 per 
cent of taxes on low incomes was repealed. Less drastic changes were 
made in the corporate income tax, but its rate was raised slightly and a 
$3000 exemption eliminated.** Estate tax rates were pushed up, exemp- 
tions sharply reduced, and a gift tax was provided. Congress toyed 
with a manufacturers’ sales tax, but finally rejected it in favor of a 
broad new list of excise taxes and substantially higher rates for the old 
ones. While some of these excises were later repealed, most remained 
throughout the decade. Somewhat later in the ’thirties, processing taxes 
made further temporary inroads on demand, and the social security 
taxes began in 1937 to exert a pronounced effect. 

State and local government were also active in new revenue legisla- 
tion throughout this period. The major changes were to find the state 
governments moving heavily into general sales and excise taxation, 
personal and corporate income taxes, and the gasoline tax.** 

In brief, then, it took the massive expenditures forced on the nation 
by the second world war to realize the full potentialities of fiscal policy. 
Until then, the record fails to show its effective use as a recovery meas- 
ure. Indeed, the general expansionary policy seems stronger in the 
early part than in the later part of the decade. 


APPENDIX A 


STATISTICAL PROBLEMS OF MEASURING THE EFFECTS OF FISCAL POLICY 


I. Full-Employment Output 


Any measurement of full-employment output must necessarily be arbitrary. 
While net national product would be conceptually a more satisfactory measure 
of output for our purposes, we have used the Department of Commerce 
series on gross national product because it was available in constant prices. 
The year 1929 and the year 1942 were chosen as two full-employment years’® 
between which a growth rate of 3.15 per cent was interpolated. The growth 
rate may be overstated in the early years because of underreplacement of 
capital stock. But the error here is minor in terms of the rough approxima- 
tions we are using. 


* Moreover, that weird concoction known as the capital-stock and declared-value-excess- 
profits tax was shortly enacted under the National Industrial Recovery Act, and this 
further raised the effective rate. Although most tax rates were substantially set in this 
period by the Revenue Act of 1932, corporate taxes were gradually pushed up to 19 per 
cent by 1939, 

™ Studenski and Krooss, of. cit., pp. 431-35. 

“The year 1929 had unemployment of 3.2 per cent of the civilian labor force, while in 
1942 it was 4.7 per cent. 
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II. Government Purchases of Goods and Services 


1. Real purchases. Department of Commerce data on real government 
purchases of goods and services have generally been followed with the excep- 
tion of their division of these expenditures between federal and state and 
local governments under grants-in-aid programs. The Commerce series sepa- 
rates purchases of goods and services from transfers, and in turn divides the 
latter between those affecting disposable income (such as relief or pensions) 
and those leaving private net worth unchanged (such as RFC loans and 
other lending activities). This latter group of activities are more akin to 
monetary changes and are omitted from our study. 

Commerce attributes spending under grants-in-aid to the governmental 
. unit actually making the purchase or the unit making the transfer payments 
4 ‘ to the ultimate recipient. Our assumption, necessarily an arbitrary one, is 
. that expenditures are made jointly by two levels of government. For example, 
if matching grants are made for state highways, Commerce would count 
the entire purchase as made by the state, whereas we would count half for 
the state and half for the federal government. This procedure requires that 
we break down grants between those for transfer payments (such as relief) 
and those for purchases of goods and services (such as highways and con- 
struction). Those for purchases have then been added to federal purchases 
and subtracted from state and local purchases. Transfer payments are also 
treated this way.’® 

2. Adjustment for divergence between government and consumer prices. 
The use of the Commerce series in constant prices, as adjusted above, is con- 
venient, but any deflation raises an awkward question of principle when prices 
of government purchases diverge from prices of private purchases. Purchas- 
ing power in the hands of the government then differs from purchasing power 
in private hands, even though the money income is the same. If all prices moved 
the same way, there would be no problem. But, because of this difference in real 
purchasing power between the government and the private sector, the shift 
in the demand schedule may be more or less than the real amount of govern- 
ment purchases alone: more, if private spenders are able to achieve a larger 
real income than did the government with the same money income; less, if 
prices of private purchases are relatively higher than prices of government 
purchases. 

Since not all of the money income reaching private hands is spent, this 
initial difference in real income of government and private purchasers must 
be reduced by the amount of income saved. The proper savings ratio to use 
is that associated with total output rather than with disposable income.” 

The correction for the divergence in price movements is minor over the 


. re “This division was derived from J. A. Maxwell, op. cit., Table 1, p. 4. The data for 
TF i fiscal years was assumed to apply to calendar years. 
: ™ The precise correction can be derived as follows, where G = money government pur- 


, T = money taxes minus transfers, a = change in spending resulting from marginal 
tax changes, b = spending of marginal total output, P, = price index to base of 1 of gov- 
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period considered, but sometimes it can be important. Generally, it reduced 
the expansionary effect of government purchases in the earlier years of this 
decade more than in later ones. 


III. Taxes and Transfers 


1. Money taxes and transfers. The Department of Commerce concept of 
taxes and transfers has been used, transfers being treated as negative taxes. 
This means that corporate taxes are reported as accrued rather than as paid, 
and the net revenues of government corporations are included, rather than 
their total revenues (with their total spending included in the spending 
totals). 

In line with our view about grants-in-aid, the division of transfer payments 
between federal and state and local government has been altered. We have 
subtracted from state and local transfers that portion of grants for transfer 
payments and added this amount to federal transfer payments.’® 

2. Real taxes and transfers. There is no standard price index for deflating 
taxes and transfers. For want of anything better, we have used the consumer 
price index converted to a 1947 base. Consumer prices are probably a reason- 
ably good deflator for most taxes and transfers, but they may be considerably 
wide of the mark for such things as corporate income taxes. 

3. Full-employment taxes and transfers. All transfer payments were as- 
sumed to be autonomous. Without question many of the transfer-payment 
programs would have been terminated or reduced as full employment was 


ernment purchases, and P, = price index to a base of 1 of private purchases. 
; The expansion of equilibrium output associated with a change in real government spend- 
ing is: 
G G G G G 1 
The contraction of — “pg a the tax is: 
aT 1 
The net expansion is: 
G 1 /bG aT 
~+—(>--=). 
Pp 
The upward shift in the aggregate demand schedule from the operation of the budget 
can be identified by dividing the preceding expression by 


The shift in — is then: 
Gc 
(8-2) 
)+ ~ "Pp, P, 

The first two ‘om of this ‘iesiiin are the real direct shifts in spending schedules. 
The third term is a correction factor for the divergence between government and consumer 
prices. It is zero when these prices move identically. 

* Maxwell, op. cit., Table 1, p. 4. 
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neared. But since we are interested in the full-employment effect of the 
actions actually taken, we are treating all autonomous programs as genuine 
shifts in the demand schedule. Most of these programs in this period were 
for relief or for veterans, hence the error in our assumption is probably small. 

Taxes, however, cannot be treated as autonomous, since tax schedules are 
enacted that will automatically collect more revenues as employment ex- 
pands. In principle, we should make an estimate of every tax at the full- 
employment level of income. This undertaking would be quite beyond our 
resources. Instead, taxes have arbitrarily been divided between those respon- 
sive to output changes—primarily income, commodity and sales—and those 
that are not—primarily property. Those that expand with output are assumed 
to increase proportionally, and the others are assumed fixed in amount. This 
assumption of proportionality is a simple one that should be more informa- 
tive than making no adjustment at all. Some refinement could be made by 
lagging income taxes one year, but this improvement would be minor. The 
result probably overstates the responsiveness of sales taxes and some of the 
large excises, notably tobacco and beer. But it also understates the response 
of income taxes, especially those on corporations. 

There is unmistakably some considerable understatement in this proce- 
dure.*® Column 22 of Table II shows full-employment taxes to be falling from 
1929 to 1933, despite the fact that the economy had grown and the tax rate 
structure raised. This same phenomenon appears in 1937 to 1939. 


IV. Rates of Spending of Marginal Income 


1. Marginal propensity to spend private disposable income and profits. The 
effects of taxes and transfers on spending will undoubtedly differ depending 
on the kind of tax or transfer and the income group to which it applies. Cor- 
porate income taxes would be expected to have widely different effects from 
personal income taxes. Moreover, the effects of taxes on spending may vary 
cyclically. 

Aside from such general comments, it is perplexing to know what magni- 
tudes can reasonably be used in a study such as ours. For consumption there 
is relatively close agreement. Ferber’s study shows that the consumption of 
marginal disposable income ran between 80 and 85 per cent for the period 
1929-40 in most of the empirical consumption functions.*° Klein and Gold- 


* We compared yields in 1933 with 1940—a year in which the approximate 1933 full- 
employment income would have been achieved under our assumptions. The procedure 
adopted understated the increase in yield from income taxes by a large margin. A rough 
check of commodities subject to excise taxes showed that durable goods appeared to have 
an income elasticity in excess of 1, hence the increase in excise taxes on radios and re- 
frigerators, cars, tires, sporting goods, and jewelry, was probably understated. On the other 
hand, yields were overstated by this procedure in the case of excise taxes on tobacco, drugs, 
toilet preparations, electrical energy, telephone and telegraph, gasoline, and admissions. 
General sales taxes probably increased nearly proportionally with income, given the usual 
exclusion of food, housing, medical and clothing. Our belief, on the basis of this con- 
sideration, was that the income tax understatement exceeded the excise-tax overstatement. 

*R. Ferber, A Study of Aggregate Consumption Functions (New York, 1953), Nat. Bur. 
Econ. Research Technical Paper 8, Table 6, p. 47. 
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TaBLe IT.—Macnitupe or ADJUSTMENTS OF BuDGET DATA 
(In billions of dollars) 
Change Change 
Observed Change to to Full- to Full- Full- 
Budget Observed Employment | Employment | Employment 

Calendar Deficit in Budget Budget Demand Demand 

Year Current Deficit in Deficit in Shift in Shift in 

Prices Constant Constant | Constant Constant 

Prices Prices Prices Prices* 
(1) (2) (3) (4) (5) 
1929 | -1.0 2.3 0.0 0.9 | 2.2 

| 

1930 0.3 2.9 —1.1 0.9 3.0 
1931 2.8 —1.6 0.8 
1932 1.7 3.0 —3.3 1.6 3.0 
1933 -51 | 26 | 0.9 
1934 | 2.4 23 —5.2 3.0 
1935 2.0 2.4 —4.3 2.8 i 
1936 2.9 3.1 —4.0 2.9 4.9 
1937 —0.6 1.2 —3.9 3.7 0.4 
1938 1.6 } re —5.3 } 3.4 2.4 
1939 —4.5 | 4.3 4.6 


Source: Table I, Columns 1-5, 7, 10. 


52 (Amsterdam, 1955), pp. 63-64. 
1939) p. 48. 


pp. 102-05. 
* Klein and Goldberger, op. cit., p. 51. 


* Column 5 equals the sum of Columns 1 through 4. 


berger’s recent study of the United States shows somewhat lower figures 
than this depending on type of income: 81 per cent for wage income, 60 per 
cent for nonwage nonfarm income, and 51 per cent for farm income.” 

But a measure of the direct effects of taxes and transfers on investment is 
certainly highly controversial. Tinbergen found a marginal propensity to 
invest profits of 33 per cent for the period 1919-32.** In Klein’s early work 
there was no distinction made between, say, corporate income and personal 
income taxes, because the former were lumped together with corporate sav- 
ing.** More recently Klein and Goldberger have made an attempt to separate 
out various taxes and ascertain their effects. They found that an increase in 
corporate taxes would decrease investment by 76 per cent of the yield, and 
consumption by an additional 8 per cent.** By their analysis even larger de- 
creases would be found for taxes on unincorporated proprietors. These values 
seem extremely high and undoubtedly should be used with caution. 

I have used 80 per cent as the average of the marginal propensities to spend 


™L. R. Klein and A. S. Goldberger, An Econometric Model of the United States 1929- 
* J. Tinbergen, Business Cycles in the United States of America, 1919-1932 (Geneva, 


*L. R. Klein, Economic Fluctuations in the United States, 1921-1941 (New York, 1950) 
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out of taxes and transfers. However, computations are presented for 70 and 
90 per cent for those preferring these magnitudes. Such variations do not 
change the pattern of fiscal effects nor our conclusions in any significant 
way (Figure 7), provided it is accurate to assume these marginal propensities 
constant over the entire period of the ’thirties. Variations over the cycle 
could produce a different pattern from the one shown here, but there seems 
to be no generally accepted view on the reasonableness of making an adjust- 
ment for such variations. 

2. Marginal propensity to spend gross national product. As we noted above, 
the adjustment of government purchases for the divergence between govern- 
ment and consumer prices required the use of the marginal propensity to 
spend gross national product. One would expect this parameter to be lower 
than the marginal propensity to spend private disposable income. We have 
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Source : Table |, Columns |3,14,15. a= Marginal propensity to spend disposable 
income and profits, b= Marginal propensity to spend gross 
national product 
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Ficure 7 


used 60 per cent in the major tables and figures, but other percentages have 
been computed—80 per cent and 100 per cent—to bring out the size of the 
adjustment (Figure 8). Since tax rates were lower in the ’thirties than the 
more recent period, a 60 per cent rate would not be out of line with recent 
computations of multipliers of around 2. 


V. Magnitude of Adjustments 


A summary of the magnitude of the various adjustments is shown in Table 
II. Starting with the budget deficit in current prices as shown by Commerce, 
Column 1, Columns 2 to 4 show successive adjustments in the form of incre- 
ments to be applied cumulatively to the figures in Column 1 in order to obtain 
finally the shift in full-employment demand as we have used the term. This 
result is shown in Column 5 of Table II, and it would be the same amount as 
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shown in Column 14, Table I if it were divided through by full-employment 
output. 

Table II shows that the adjustment for prices, Column 2, affects the size 
of the budget deficit, adding relatively constant amounts in each year, except 
for 1931 and 1937. A larger amount is added in 1931, primarily because in 
that year our method shows net taxes to be lowest of the period. In 1937, on 
the other hand, a big jump in taxes from the preceding year was recorded. 

The conversion of taxes to full-employment levels, Column 3, has a markedly 
time-related effect. The adjustment in the early years is much lighter than in 
later years. As the economy approached higher levels of income in the later 
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(a= .9,b=10) 
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1929 3% 3I 32 33 34 35 36 37 38 1939 
Source : Table |, Columns 15,16,17 a = Marginal propensity to spend disposable 
income and profits, b= Marginal propensity to spend gross 
national product. 
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years of the depression, tax burdens also rose to hold up the magnitude of this 
adjustment. 
The conversion of budget deficits into demand shifts acts in the opposite 
direction, but it does not entirely eliminate the downward pitch of the decade’s 
trend. The rising trend of Column 4 is due almost entirely to the adjustment 
made for divergencies between the price trends of government and consumer 
purchases.?* 

Further emphasis is given to this downward slope when these absolute 
amounts are converted into percentages of full-employment GNP. It was grow- 


™* See Columns 10-12, Table I. 
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ing throughout the period, starting at $149 billion and ending at over $200 
billion in 1947 prices. 


APPENDIX B 
SAMPLE COMPUTATION FOR 1933 


In order to facilitate the understanding of these computations and the 
development of alternatives based on other assumptions, the 1933 data are 
worked out in detail in this Appendix, referring in each case to the columns 
of Table I. The references to the Department of Commerce, National Income, 
1954 edition, are abbreviated to NI; the reference to the particular table fol- 
lows, separated from the particular line where the figure is found by a period. 
The money figures are in millions of dollars unless otherwise noted. 


Column 1: Governmental purchases at current prices 


Federal 
(NI-9.3) $2,018 
Grants-in-aid for goods (Column 23 below) 501 $2,519 
State and local 
(NI-9.19) $6,013 
Grants-in-aid for goods (Column 23 below) —501 5,512 
Total (NI-2.15) $8,031 


Column 2; Taxes minus transfers in current prices 


Federal 
Taxes (NI-8.2) $2,670 
Transfers (NI-9.12, 9.14, 9.17) —1,466 
Grants-in-aid for transfers (Column 25 below) _ 1 $1,203 


State and local 


Taxes (NI-8.22 less 8.44) $6,655 
Transfers (NI-9.24, 9.25,9.28) —1,179 
Grants-in-aid for transfers (Column 25 below) ++ 1 5,477 


Total $6,680 


Column 3: Government purchases in 1947 prices 


Federal 

(NI-40.16) $ 4.3 billion 

Grants-in-aid for purchases (Column 24 below) + .9 $ 5.2 billion 
State and local 

(NI-40.17) $10.6 billion 

Grants-in-aid for purchases (Column 24 below) —.9 9.7 billion 
Total (NI-40.15) $14.9 billion 

Column 4: Actual taxes minus transfers in 1947 prices SS 


Consumer price index in 1947 


=1.73 


Consumer price index in 1933 


a 
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Federal 
Column 2—-1,205X1.73 $ 2,081 
State and local 
Column 2—5 ,475X1.73 9,475 
Total $11,556 


Column 5: Full-employment taxes minus transfers in 1947 prices 


Federal 

Column 22 plus Column 20 $ 4,720 
State and local 

Column 22 plus Column 20 12,086 
Total $16,806 


Column 6: Initial shift in full-employment demand 


Federal 
Government purchases in 1947 prices (Column 3) $5.2 billion 
Full-employment taxes in 1947 prices (Column 5) times .7 3.3 $1.9 billion 
State and local 
Government purchases (Column 3) $9.7 billion 
Full-employment taxes (Column 5) times .7 8.5 1.2 


Total $3.1 billion 


Columns 7-8: Same as Column 6, but using .8 and .9 for marginal propens- 


ity to spend 
Column 9: Government purchases in 1947 consumer prices 
Federal 
(Column 1) $2,519X1.73 $ 4,358 
State and local 
(Column 1) $5,512X1.73 9,536 
Total $13,894 


Column 10: Adjustment for divergence between prices paid by government 
and consumers 
Federal purchases 
1947 prices paid by consumers (Column 9) $4.4 billion 
1947 prices paid by government (Column 3) 5.2 


Difference —0.8 
Times .6 $—0.5 
State and local purchases 
1947 prices paid by consumers (Column 9) $9.5 billion 
1947 prices paid by government (Column 3) 9:7 
Difference —0.2 
Times .6 —0.1 
Total $—0.6 


Columns 11-12: Same as 10, using .8 and 1 as marginal propensity to spend output 


In 1947 prices 
(Column 6 plus Column 10) 


Federal $1.4 billion 
State and local 
Total $2.5 billion 
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Column 13: Net shift in demand as per cent of full employment GNP 


As % FE GNP 


0.8% 
0.7 


(Divided by Column 19) 


Columns 14-17: Same as 13, using various values for marginal propensities to spend 


Column 18: Actual GNP in 1947 prices (NI-40.1) 
Column 19: Full-employment GNP in 1947 prices 
GN Pigs3 = GN Pi gage 
= 149 3e-0815(4) 
Column 20: Fixed taxes minus transfers in 1947 prices 
Federal 
Taxes 
Transfers 
Transfer payments (NI-9.12) 
Grants-in-aid for transfers (Column 25) 
Net interest paid (NI-9. 14) 
Net taxes in current dollars 
Net taxes in 1947 dollars: $—1,2161.73 
State and local 
Taxes 
Motor vehicle licenses (NI-8.26, 8.39) 
Business property (NI-8.40) 
Business non taxes (NI-8.42) 


Transfers 
Transfer payments (NI-9.24) 
Grants-in-aid for transfers (Column 25) 
Net interest paid (NI-9.25) 


Net taxes in current dollars 
Net taxes in 1947 dollars $3 ,3171.73 
Total fixed in 1947 dollars 
Column 21: Actual variable taxes less transfers in 1947 prices 
Federal in 1947 prices 
Total (Column 4) 
Fixed (Column 20) 


Variable 

State and local in 1947 prices 
Total (Column 4) 
Fixed (Column 20) 
Variable 


Total variable in 1947 prices 


Column 22: Full-employment variable taxes less transfers in 1947 prices 
Full employment 
variable taxes 


Actual Full-employment GNP 
21) Actual GNP 
Federal $4,185 169.1/103.7 
State and local 4,140 169.1/103.7 


Total 


$103 


.7 billion 


$169.1 billion 


$2,081 
—2,104 


$9,475 
5,335 


$—1,216 
—2,104 


$4,495 


$4,185 


4,140 


$8,325 


15% 
0 
$ 698 
1 
4 517 
$ 285 
3,962 
248 
$ 759 
653 1,411 
3,084 
5,335 
$3,231 
— 
$ 6,824 
6,751 
$13,575 
ite 
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Columns 23 and 25: Grants-in-aid for purchases in current prices 
Federal total (NI-9.13) 
For transfers (Maxwell, of. cit., Table 1, Line 1a) 


Column 24: Grants-in-aid for purchases in 1947 prices 
Federal in current prices (Column 23) 


1947 Prices to State and Local Governments 


1933 Prices to State and Local Governments 


Column 26: Grants-in-aid for transfers in 1947 prices 
Federal in current prices (Column 25) 


(NI-40.15) 


1947 Consumer Prices 


1933 Consumer Prices 
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A REHABILITATION OF EXPORT SUBSIDIES 


By J. WEMELSFELDER* 


In general export subsidies are not highly regarded. Advocates of 
free trade usually condemn them just as strongly as they do import 
duties. This is expressed time and again within such international or- 
ganizations as General Agreement on Tariffs and Trade’ and the Or- 
ganization for European Economic Cooperation. The latter even 
started a crusade against the practice in behalf of “free” European 
trade.” 

The reason for this dislike of the export subsidy lies in the philoso- 
phy of free trade, which maintains that relatively inefficient produc- 
tion is encouraged by artificial export incentives. The productive fac- 
tors will be utilized less economically, so that income will be less than 
optimum. 

This paper starts from the same premises as does the theory of free 
trade, but it arrives at some conclusions that are exactly opposite. The 
premises of free-trade theory are the following: (a) Market prices 
reflect, at least approximately, relative costs and the relative attract- 
iveness of commodities at the margin of output and purchase. (b) Full 
employment is taken for granted. (c) In the long run the balance of 
payments should be in equilibrium. (d) There is efficient occupational 
mobility of the productive factors in response to differences in real 
returns. (e) All considerations are long-term. 

Now, both in theoretical analysis and in the practical handling of 
the problem of export bounties by international organizations, it is apt 
to be overlooked that countries that grant export bounties as a rule 
also levy import duties. When this is the case the repercussions are 
quite different from what they are when export bounties or import 

* The author is chief of the Division of General Economic Research, Directorate Gen- 
eral for Foreign Economic Relations, The Hague. The views expressed are however strictly 
personal. 

* Compare Revised Agreement on Tariffs and Trade, art. XVI, in which it is stipulated 
that from January 1958 Contracting Parties shall cease to grant either directly or indirectly 
any form of subsidy on the export of any product (other than a primary product), which 


subsidy results in the sale of such product for export at a price lower than the comparable 
price charged for the like product to buyers in the domestic market. 

? Compare decision, O.E.E.C. Council, January 12, 1955, Part I, art. 1-3, in which it is 
stated that member countries shall discontinue artificial aid to exporters and shall not 
further extend the application of existing measures of artificial aid to exporters. 
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duties alone are levied. The most complicated situation, of course; is 
that in which there are differentiated import duties on the one hand 
and differentiated export subsidies on the other. 

The argument will be developed in five stages, adding a complica- 
tion each time. The first stage is thus the simplest, the fifth the most 
complicated. We will consider the following cases in turn: (1) free 
trade; (2) flat import duties levied on all commodities imported; (3) 
flat import duties levied on all imported commodities plus flat export 
subsidies on all commodities exported; (4) varied import duties plus 
flat export subsidies; and (5) varied import duties plus varied export 
subsidies. To simplify matters it will generally be assumed that the 
incidence of import duties and export bounties is the same. This as- 
sumption has no direct bearing on the conclusions and it is employed 
merely to avoid complicating the argument too much. 

Lastly, for the sake of clarity, it has been assumed that the country 
imports the products 7, m and v (inv-pattern) and exports the products 
e,x and p (exp-pattern). 


I. The Theoretical Analysis 


Case 1. Let us begin by assuming free trade for a particular country. 
The imports of inv products and the exports of exp products might then 
be as follows: 


Imports: 1007 100 1002 Total = 300 
Exports: 100e 100x 100p Total = 300 


With this situation the other combinations may be compared. It is the 
“optimum welfare” situation guaranteed as a consequence of free trade. 

Case 2. By imposing a y per cent import duty on each product the 
import volume is reduced and in consequence exports also decline. Let 
us suppose, for simplicity’s sake, that this reduction is uniform. The 
composition of foreign trade might then become, for example, as 
follows: 


Imports: 801 80n 800 Total = 240 
Exports: 80e 80x 80p Total = 240 


Prosperity has declined; for the country appeared better suited to the 
production of exp than to that of inv products, but the distribution of 
labor is forced in just the opposite direction, namely that of producing 
more inv and less exp products. 

The adverse effect of import duties on welfare may be calculated in 
the way developed by Fleming* and extremely intelligently applied by 


* Marcus Fleming, “On Making the Best of Balance of Payments Restrictions on Im- 
ports,” Econ. Jour., Mar. 1951, LXI, 48-71. 
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Meade.‘ It should, however, be borne in mind that these calculations 
are subject to certain conditions. We assume that consumers secure an 
equimarginal return in private utility from all forms of expenditure and 
that increments in the general welfare are made up of the sum of the 
increments of the private utilities of individuals. This means that the 
effects of any economic change on income distribution, whether be- 
tween different individuals or between different countries, are left out 
of account. 

Reduced to its simplest form the core of the Meade and Fleming 
calculation may be formulated as follows: In the case of a change in 
trade we take the increase in the quantity of each product sold and 
multiply it by the excess of the price paid for it over the price received 
for it by the sellers. We add these items together and subtract the sum 
of the decreases which have occurred in any items of trade after multi- 
plying each such decrease by the excess of the price paid by the buyers 
over the price received by the sellers. If the result is positive, then 
there has been an increase in economic welfare; but if it is negative, 
the change has done harm. If we apply this to import duties we may 
say that the effect on welfare of an import duty is determined by the 
amount of the duty and the decrease of trade resulting from the ap- 
plication of this duty. 


If 4 w = the loss of welfare due to import duties; P; the price level 
of imported goods; 4Qi the change in the quantity of the products under 
consideration; and 7; the tariff level, we may write: 

Aw = — AQ,P,T; 
AQ; is determined by the elasticity factor =." Consequently: 
Aw = — Pi. (1) 


We assume that no exchange-rate adjustment takes place to bring the 
balance of payments into equilibrium. 

Case 3. If in our foregoing example export bounties are granted as 
well, exactly the same method of calculation may be applied. If we 
again assume that no exchange rate adjustment takes place, the wel- 
fare loss due to export bounties (S-) is measured by the increase of 
exports (4 Q-P.) of e weighted by the margin between the domestic 
price of e and the price abroad or: 

Aw = — AOQ.PS. 
A Q. is determined by the elasticity factor for exports, E, so that: 
Aw = — ESP, (2) 

* J. E. Meade, Trade and Welfare (Oxford, 1955). 

* The elasticity factor x is determined by the elasticities of supply and demand in the 


importing as well as in the exporting country (countries) of the commodity (commodities) 
subject to an import duty. 
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The total loss to the whole community may be computed by adding 
the losses due to the changes in imports as a consequence of import 
duties to those sustained in the export trade as a consequence of export 
bounties. The balance-of-payments surplus (measured in real terms) 
is equal to: 

aT; + 

An adjustment of the exchange rate’ brings about a change in com- 
modity flows and consequently affects prosperity. Imports will in- 
crease, while exports will decrease. The exchange rate adjustment 
which is necessary to bring the balance of payments into equilibrium 
is equal to: 

wT;+ ES, 
rt+E 


This means that imports increase by an amount 
wT;+ ES, 

r+eE 
and according to our formula welfare increases by an amount 
aT; + ES, 


If S.=T; (i.e., if the incidence of the nondifferentiated import duty 
is equal to the incidence of the nondifferentiated export duty), this may. 
be written as: 


wT 


_ +7) 
Exports decrease at a rate of 
wT; + ES, 
If we measure the increase in welfare (if S.=7;), this may, after simpli- 
fying the formula, be indicated by 
Aw=ET?Z. (4) 


The total result of primary and secondary (i.e. monetary) changes is 
clear without further comment. Since we may assume P,=P., we find 
by adding (1), (2), (3) and (4): 

— —SfE+ rT274+SZE = 0. (5) 


aT; = (3) 


E. 


°xT, + ES, represents the addition of the decrease in the volume of imports and the 
increase in the volume exported. 

‘From the macroeconomic point of view it is immaterial whether the monetary adapta- 
tion takes place in the form of an exchange rate adjustment or by a process of internal 
monetary inflation (which has the same effect). 
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The welfare situation is exactly equal to the optimum free trade situa- 
tion. This means that the unfavourable influence due to tariffs has been 
entirely canceled out. 

Even a bounty which exceeds the incidence of the import duties will 
improve welfare as long as the direct decrease in welfare due to the 
export bounty is smaller than the increase in welfare due to the mone- 
tary adjustment which affects import as well as export trade. With the 
aid of this general condition it is not difficult to trace the extent to 
which export bounties may exceed the incidence of import duties before 
the export bounties -ffect a real loss of welfare. 

Since the welfare loss due to an export bounty of y per cent (when 
no import duties are levied) is equal to the welfare loss due to an im- 
port duty of y per cent (when no export bounties are given), we may 
conclude that any flat export subsidy (say, at S per cent) will improve 
welfare (or rather, will not deteriorate the welfare situation as com- 
pared to the situation which would exist if flat import duties to an 
extent of T per cent were levied) as long as S < 2T. To give a practi- 
cal example: If the import duty amounts to 20 per cent, an export 
bounty of 20 per cent will restore the free trade situation, so that even 
a bounty of 39 per cent will improve economic welfare as compared 
with the welfare situation which exists if only an import duty of 20 per 
cent is levied. 

Case 4. The situation gets more complicated if the import duty is 
not uniformly levied but is differentiated, as follows: 


Commodities: a n v Average 
Import duty (nominal per cent) 40 20 0 20 


When a uniform bounty is granted on exp products to the amount of 
the average import duty (20 per cent), the real burden of the import 
duties (for instance through compensating monetary effects, such as 
the appreciation of the currency up to the incidence of the duties) 
becomes as follows: 


Commodities: i n v Average 
Real burden of im- 


port duties 
(per cent) 40—20=+20 20-—20=0 0-—20=—20 0 


The burden of all import duties is thus lightened, turning “negative” 
in some cases (import of v-products) so as to have the effect of an 
import bounty. 

After becoming adjusted, foreign trade might then look as follows: 


Imports: 907° 100n 1109 Total = 300 
Exports: 100¢ 100x 100p Total = 300 
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Foreign trade has thus regained a level of 300, but the import pattern 
is somewhat different. This incidentally brings out the difference be- 
tween the two methods of accomplishing free trade: that of lowering 
the import tariff and that of subsidizing exports. For when export 
bounties are instituted to the extent of the incidence of the import 
duties, the differences between the import duties on different products 
continue to exist. On the abolition of import duties these differences 
disappear. In practice the former method means that the low import 
duties (below the general incidence of all import duties) have the same 
effect as if an import bounty were allowed in favor of the exporting 
country. This subsidizing effect is increased the greater is the down- 
ward deviation of the lower duties from the average of all import 
duties. The high import duties (above the average incidence of all im- 
port duties) weigh more heavily as the upward deviation from the gen- 
eral incidence is greater. 

The new situation is at any rate better than that in which there were 
only import duties; for it appears from the figures that the relative 
specialization in the direction of exp (mark the increased exports) has 
been achieved at the expense of the domestic production of inv (mark 
the increased imports) and has thereby become more favorable. Al- 
though the division of labor increases on both sides, the question may 
however be asked whether it would not increase even more under a 
regime in which the alternative policy of abolishing import duties had 
been adopted. 

If we start from a system of flat import duties, we may differentiate 
tariffs in such a way that the balance of payments remains in equilib- 
rium. The increase of imports due to a lower duty on some goods may 
be offset by a decrease of imports due to a relatively higher import 
duty on others. 

Let us suppose flat import duties are ¢ per cent. If we now differenti- 
ate these duties, keeping the balance of payments in equilibrium, we 
substitute import duties #:, t2 . . . tn. The impact on economic welfare 
is determined by the rate of divergency ¢:/t, t2/t, etc. and the resulting 
change in trade as between the different commodities. The change in 
trade as between the different commodities is determined by the rate of 
substitution between these commodities. 

The influence on economic welfare may be written as 


Aw = piliOi + + 


pi, p2 - + « px represent the prices of commodities 1, 2 - - + m. 
h, t--+-+ t, represent the tariffs of commodities 1, 2 - - - m. 
Q:,Q2 - + -Q, represent the elasticities of substitution between com- 


modities 1, 2 - - - m, respectively, and all other commodities. 
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If the rates of substitution are all 0, i.e., if a differentiation of im- 
port duties does not change the volume of trade in the different com- 
modities, welfare will not be affected by any differentiation of import 
duties. On the other hand, if the rates of substitution > 0, the un- 
favorable welfare effect will increase by a rise in the rate of divergency 
(we will leave the purely academic case of a negative rate of substitu- 
tion out of account). 

Summarizing: We may say that the disadvantageous effects of tariff 
differentiation will be greater, the greater the rates of substitution and 
the greater the rate of divergency of the different duties in comparison 
with the average duty. 

However, it should be borne in mind that we have looked upon the 
impact of a differentiation of import duties on economic welfare ex- 
clusively from the point of view of total world welfare. In our example, 
for instance, the differentiating country does harm to its own economy, 
but partner countries exporting to this country are not unfavorably 
affected. 

A schematic example may illustrate the very simple fact that— 
speaking macroeconomically—exporting countries are not troubled by 
the differentiation of import duties in one or more partner countries 
(under the hypothesis of nondifferentiated flat export bounties up to 
the incidence of the average duty). By way of a hypothesis it may be 
assumed that under a free-trade regime a certain country produces 
and sells the following goods: 


Production of exp goods 1100e 1100x 1100p 
Of which are exported 100x 100p 
Available for the home 

market 1000e 1000x 1000p 
Production of inv goods 10007 1000n 10002 
Imports 1007 100n 1000 
Total quantity of goods 

available for the 

home market 1000e+11002 1000x+1100n 10006+11000 


Now supposing that the foreign importing country adopts a differen- 
tiated import tariff and a system of flat export subsidies equal in ex- 
tent to the incidence of the import duties, the entire production and the 


- pattern of foreign trade of the exporting country may assume the fol- 


lowing shape: 
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Production of exp goods 1150e 1100x 1050p 
Of which are exported 150e 100x 50p 
Available for the home 

market 1000e 1000x 1000p 
Production of inv goods 10002 1000” 10009 
Imports 100% 1000 
Total quantity of gods ——— 

available for the 

home market 1000e+1100i 1000x+1100n 1000p+11000 


From this, naturally very simple, schematic presentation it appears 
that the total quantity of goods available for the home market does not 
change. Nor does the pattern of this quantity change, for the simple 
reason that the country becomes neither more nor less autarkic as a 
result of measures taken elsewhere. With a changed pattern of export 
it imports the same goods. 

In any case, especially if the differentiating country reaps the bad 
fruits of its own policy, and since any other one country benefits under 
all circumstances from flat export bounties granted by this particular 
country, the usual reproaches made by and within international organi- 
zations with regard to this kind of trade policies do not seem justified. 

Case 5. Finally, we shall have to consider combinations of varied 
import duties and varied export bounties. This is a complicated case. 
At first sight one is inclined to describe this situation as most ineffi- 
cient. But it should be kept in mind that here, too, the aid to exports 
produces compensatory effects; for export bounties are tantamount to 
lower import duties, and lower import duties lead to greater specializa- 
tion. 

Let it first be noted that the award of “specific” export bounties 
(side by side with an import tariff) is a particularly short-sighted 
policy. Assume that the following bounties are granted: 


Commodities e x p Average 
Bounty (nominal: percent) —40 —20 —0 —20 


while the import duty is 20 per cent on the average, the practical effect 
of the bounties (after a monetary compensation, say, by a 20 per cent 
appreciation of the currency) will be as follows: 


Commodities e x p Average 
Bounty (real: 
per cent) —40+20=-20 -—20+20=0 -—0+20=20 0 
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In other words, according as efforts are made to promote the export 
of one product (say e), so also will the export of another product (say 
p) be checked in a like measure. One merely gives with one hand what 
one takes away with the other. Now what will be the effect on the im- 
port and export situation of a policy of specific bounties? 

Actually we face the same problems as those outlined in the preced- 
ing paragraphs. The impact of differentiated export bounties is again 
mainly determined by the rate of divergency of the different subsidies 
in relation to the general average and by the rates of substitution. If 
we consider the total influence of export bounties on economic welfare, 
we find the following chain of favorable and unfavorable reactions. 


First reaction: The granting of a flat bounty: unfavorable. 
Second reaction: The differentiation of a flat bounty: unfavorable. 


Third reaction: Decrease of exports as a consequence of monetary ad- 
justment: favorable. 


Fourth reaction: Increase of imports as a consequence of monetary ad- 
justment: favorable. 


As long as the sum of these influences on economic welfare is posi- 
tive, even specific bounties may be considered of general economic ad- 
vantage. The ultimate result depends upon practical circumstances. 
The unfavorable effects of a differentiation of export bounties will be- 
come less according as the rate of divergency and the elasticities of 
substitution between the exported commodities decline. If the rates of 
substitution are all 0, we may even ignore the rate of divergency and 
the problem is reduced to case 4. Welfare will furthermore be favorably 
affected by the process of monetary adaptation (for instance apprecia- 
tion of the exchange rate), which reduces the volume of exports and 
stimulates imports. These favorable effects will become greater, the 
greater are the elasticity factors for highly subsidized commodities 
compared with the elasticity factors for commodities with low sub- 
sidies or no subsidies at all. (We should consider that an exchange-rate 
adjustment changes the prices of all export products at the same time 
and at the same rate so that only the “general” elasticities of supply 
and demand are relevant in this case). To give a practical example: 

If a country exports nonsubsidized raw materials and subsidized 
industrial products, if furthermore the “elasticity factor” for raw ma- 
terials is 0 and for industrial products very high, an exchange rate 
adjustment due to the balance-of-payments effects of a combination of 
differentiated export bounties and differentiated import duties will in 
this case reduce only exports of industrial products. The export level 
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of industrial products will be brought down to the free-trade level and 
consequently the unfavorable impact of export bounties will be can- 
celed out. The rate of divergency has, in this special case too, no un- 
favorable welfare effects. 

The same applies to import duties. If no import duties are levied on 
raw materials (with a low elasticity of demand) and high import duties 
are levied on products with a high elasticity factor (and this will gen- 
erally be the case), trade expansion caused by export bounties will, 
also in this case, have a comparatively favorable welfare effect, be- 
cause imports will be stimulated only in the sector with high import 
duties. 

If we try to combine the different factors enumerated above, we may 
distinguish between two extreme combinations: (a) With regard to 
imports, the combination of a low rate of divergency of import duties, 
low rates of substitution and relatively high elasticity factors for highly 
taxed commodities; and at the same time with regard to exports, a low 
rate of divergency of export subsidies, low rates of substitution and 
relatively high elasticity factors for highly subsidized commodities. (b) 
With regard to imports, the combination of a high rate of divergency 
of import duties, high rates of substitution and relatively low elasticity 
factors for highly taxed commodities; and at the same time with re- 
gard to exports, a high rate of divergency of export subsidies; high 
rates of substitution and relatively low elasticity factors for highly 
subsidized commodities. From the free-trade point of view the first- 
mentioned combination (a) is the most favorable combination we may 
imagine, while the second (b) is the most unfavorable. 

Between these two extremes we may construct on the basis of the 
same rather rough criteria no fewer than 62 other combinations. In 
total there are as many as 8 X 8 = 64 combinations. Since combina- 
tion (a) approaches most closely the pure free-trade situation, while 
combination (b) is the most remote from this ideal norm, all the other 
combinations take intermediate positions. 

For our purpose, however, we need not také the pure free-trade 
situation as a basis for comparison. In economic reality a system of 
differentiated import tariffs as a rule prevails, while pure free trade is 
the exception. This means that we must consider the impact of export 
subsidies on the economic welfare of a country which imposes differen- 
tiated import duties. This welfare situation is the one to take as a basis 
for comparison. 

In other words, the rate of divergency of import duties as well as 
the rates of substitution and the general incidence may be taken for 
granted. It only means that the more unfavorable these factors are, 
the more likely it is that export subsidies will improve economic wel- 
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fare. The result of specific export subsidies depends further wholly on 
the values of the rates of divergency of these subsidies, the rates of 
substitution and the different elasticity factors (for imports as well as 
for exports). 

There is hardly anything definite we can say about these values, but 
some points must be taken into account. In the first place we often 
find import duties on final products with a high elasticity factor (high 
elasticity of supply and demand), while products with a low elasticity 
factor (raw materials) are in many cases free of tax or only moderately 
taxed. This is a situation in which specific export subsidies are likely 
to have a favorable influence on economic welfare. 

Furthermore it seems highly improbable that export subsidies will 
be given in the case of products which compete strongly with other 
export products. This means that in most cases export subsidies are 
granted to products with rather low rates of substitution. On the other 
hand it seems probable that products with a low elasticity factor (such 
as raw materials) will in general be left out of a policy of export sub- 
sidies (although it must be admitted that economic practice shows 
some exceptions to this rule). As far as the former tendency prevails 
it favors the positive welfare effect of specific export subsidies. Finally 
financial conditions will keep the extent of the subsidy within moderate 
limits. All these factors promote the favorable effect of specific export 
subsidies on the international division of labor. 

In any case, it depends wholly upon a combination of circumstances 
whether specific export bounties will have a favorable or an unfavor- 
able effect on welfare. In this respect, too, the traditional textbook 
arguments which disapprove of specific bounties in all circumstances, 
are not very well founded. 

In order to avoid any misunderstanding it may again be pointed out 
that all cases dealt with above are subject to the condition that the 
measures taken must be permanent and not liable to frequent change 
which would cause frictional losses. Furthermore the complications of 
a possible high rate of substitution between export and import prod- 
ucts have been left out of account. It seems more probable that the 
highest rates of substitution exist between the different import prod- 
ucts or between the different export products rather than between ex- 
port and import products, because particular factors of production are 
more likely to be specialized with respect to a number of products all 
of which are either import products or export products rather than a 
number of products some of which are import and some of which are 
export products. Hence factors can more easily be shifted from one 
import product to another, or from one export product to another, 
rather than from an export product to an import product or vice versa. 
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Nevertheless, a theoretical analysis to be complete should also consider 
this kind of eventuality. 


II. Practical Applications 


Any practical conclusions drawn from the preceding analysis of 
course only have value in so far as the premises of the free-trade theory 
are accepted. The soundness of these premises is not discussed in this 
article. 

1. A country whose policy is to attain the largest possible amount of 
free trade, and which advocates this for other countries as well, can 
seek to achieve its objective in either of two ways. The course pur- 
sued up to now, the one of tariff reductions, has practically led to 
nothing. The other possibility is a homoeopathic therapy consisting in 
a policy of general export bounties to be adopted by as many countries 
as possible. 

2. From an administrative viewpoint the abolition of import duties 
and quantitative restrictions is no doubt the best method by which to 
achieve free trade. Experience has taught that efforts to reduce tariffs 
have had relatively little success. One reason that the problem of low- 
ering tariffs remains a most difficult one to solve is that, if a country’s 
balance of payments is in equilibrium when import duties are abol- 
ished, it will become adverse on account of the ensuing increase in im- 
ports. Part of the national industry will get into difficulties because of 
the inflow of low-priced foreign products. If the tariff reduction is 
coupled either to a monetary policy of deflation or to a devaluation of 
the currency, the process of adjustment is, so to say, “automatically” 
promoted (the import industry contracts while the export industry 
expands). Experience has shown, however, that a deflationary policy 
is not feasible because of the rigidity of wages and prices, and that 
nations do not wish to revise their rates of exchange. Another major 
reason why the efforts to reduce tariffs have been unsuccessful seems 
to have been the strength of pressure groups. When tariff reductions 
are proposed, the whole of the threatened industry takes action to 
oppose them. The consumer, who would in fact reap the benefits, brings 
hardly any pressure, so that the opposition is disproportionately great. 

3. The disadvantages of flat export bounties as an alternative to 
tariff reductions are: (a) They entail administrative complexities and 
it is difficult to calculate their incidence. (b) Although the burden of 
the import duties can be reduced to zero by this method, the differences 
in import duties continue to exist unless the tariffs are flattened out. 
(More detailed consideration has shown that this circumstance has 
hardly any significance, since it mainly harms the differentiating coun- 
tries.) 
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The advantages of this method are the following: (a) Contrary to 
what is the case with tariff reductions, it is not the “unpleasant” mone- 
tary compensating measures that would have to be taken, but the 
“pleasant” ones (i.e. those that can be more easily put into effect): an 
increase in the amount of money, a rise in wages, etc., rather than de- 
flation. (b) Under this method the pressure groups are given much 
less chance for opposition, because the “general compensating” effects 
offer them little foothold to start an action. Besides, the export industry 
as a pressure group will in any case be in favor of export subsidies. 
(c) Another advantage is that it is not beyond possibility that other 
countries will introduce an export subsidy system as well. In the case 
of the tariff reductions such a chain reaction is never to be expected. 
This argument is of course only a psychological one. The chain reaction 
has its own disadvantages with which we will now deal. 

4. The advantages and disadvantages enumerated above, hold only 
for an individual country. If as a consequence of a “chain reaction” 
(or otherwise) more countries apply a policy of export bounties, the 
balance of payments of countries with a very high tariff will generally 
tend to show a surplus, while in general countries with low import 
duties will show a deficit (unless the high-tariff countries happen to be 
only deficit countries, which does not seem very probable). 

At any rate it would be very important that the process of monetary 
adjustment, which must necessarily follow because any balance-of-pay- 
ments surplus creates inflationary tendencies which bring the balance 
of payments into equilibrium, should take place as rapidly as possible. 
In this respect there does not exist any important difference between 
subsidizing exports and the abolition of trade-barriers, because if tariffs 
are abolished reciprocally, high-tariff countries in general will in the 
first stage face a relatively larger increase of imports than low-tariff 
countries, while if many countries at the same time adopted a policy 
of export bounties the low-tariff countries would experience balance- 
of-payments difficulties. The feasibility of export bounties as an eco- 
nomic policy remains, from the point of view of the balance-of-pay- 
ments equilibrium, as doubtful as the feasibility of abolishing trade- 
barriers. 

Nevertheless, the condemnation of export bounties may be consid- 
ered as wrong and illogical. Especially if export bounties are granted 
to eliminate a balance-of-payments deficit, do they have an extremely 
useful function. It is a strange paradox that protective measures against 
balance-of-payments deficits are liberally accepted by the codes of in- 
ternational economic conduct, while export bounties which promote 
free trade are generally disapproved. 

5. It appears that in a few countries the method of subsidizing ex- 
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ports is already being applied—although perhaps not deliberately. One 
of the most peculiar examples is that of France. The general conviction 
is that France is one of the most protectionist countries in Europe. 
Actually, however, France is a rather liberal country. It appears from 
some rough calculations that the flat export subsidies (which take the 
form of a reimbursement of social taxes) granted by France are at 
present so considerable that, from the viewpoint of the total economy, 
they undo to a large extent the policy of import duties, so that the real 
burden of import duties has decreased substantially.* 

It is curious that, while French pressure groups would no doubt pro- 
test vigorously if France reduced her tariffs, they have been taken by 
surprise by the “invisible” tariff reductions. This shows that there is no 
cause for the fear of economic adjustment which has often been ex- 
pressed. The case of France illustrates the fact that a substantial re- 
duction of import barriers does not cause any economic harm, and it 
may be used as an argument against all those who at G.A.T.T. and 
other international tariff conferences, hamper a progressive re-establish- 
ment of free trade. 

6. Even special bounties granted to comparatively inefficient under- 
takings may paradoxically speaking under certain circumstances lead 
to a greater efficiency of the national economy and thereby to the 
economy of the world as a whole. This kind of trade policy is dis- 
approved by the international organizations on the basis of the well- 
known popular and traditional arguments. It seems, however, desirable 
to pay more attention to the factors which determine the real effects of 
this kind of policy. 

*The weighted average of the import duties in France is about 20 per cent. But if we 
consider the reimbursement of social taxes, etc., we find that the impact of French import 
duties is reduced to about 5 per cent! The O.E.E.C. countries pursue the ridiculous course 
of trying to get rid of this French policy. Instead of trying to induce France to increase her 


reimbursements, O.E.E.C. pressure has now persuaded her to diminish quantitative restric- 
tions on the one hand and increase the level of import duties on the other! 


A THEORY OF THE LOW-LEVEL EQUILIBRIUM TRAP 
IN UNDERDEVELOPED ECONOMIES 


By Ricuarp R. NELSON* 


The malady of many underdeveloped economies can be diagnosed 
as a stable equilibrium level of per capita income at or close 
to subsistence requirements. Only a small percentage, if any, of the 
economy’s income is directed toward net investment. If the capital 
stock is accumulating, population is rising at a rate equally fast; thus 
the amount of capital equipment per worker is not increasing. If eco- 
nomic growth is defined as rising per capita income, these economies are 
not growing. They are caught in a low-level equilibrium trap. The 
purpose of this paper is to present a theory of the nature of the low- 
level equilibrium trap. The model is offered as a framework within 
which to analyze the problems of stagnant economies rather than as a 
model the parameters of which are to be statistically estimated. It is 
far too blunt an instrument for statistically refined methods of testing.’ 

Although the concept of low-level stagnation is scarcely new and 
different it is hoped that this paper does more than express the common 
knowledge of economists in a complicated manner. To the extent that 
the assumptions are realistic, the model provides a tool for analysis of 
the effects of various policies; and certain pitfalls that are not intui- 
tively obvious are brought to light. The model shows that, even if pro- 
duction techniques are not improved and even in the absence of a 
crash investment program, the trap may still be escaped if the socio- 
political environment is favorable. 


I. Assumptions and Definitions 


Three equations comprise the model: (1) an equation explaining 
changes in income, (2) an equation explaining the quantity of net capi- 
tal formation, and (3) an equation explaining population growth. The 


* This paper is a summary of the theoretical sections of a thesis submitted in candidacy 
for a Ph.D. in economics at Yale University, 1956. The work was written under the direc- 
tion of Professors Henry Bruton, William Fellner and James Tobin. The author is assistant 
professor of economics at Oberlin College. 

* While this paper was being written Harvey Leibenstein’s book, “A Theory of Economic 
Demographic Development,” was published. His model and the present one are similar in 
many respects. 
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equations imply assumptions about technology and about human be- 
havior. 


A. Changes in Income 


Income is the net aggregate supply of want-satisfying goods distrib- 
uted in a period of time and is a scalar quantity measured in deflated 
money units. Given the social-political environment and existing tech- 
nology, income is assumed to be a linear homogeneous function of two 
variables, capital and labor. If both capital and labor are increased 
n-fold, and if there is no change in techniques, income produced in- 
creases n-fold. 


1) Y = Af(K, P); nY = Af(nK, nP) 


(Y = income, K = capital stock, P = population, A = an index of 
productivity, a constant if technology is constant.) Inputs of factors 
not explicitly included in equation (1) are assumed proportional to the 
input of either capital or population and therefore may be omitted from 
the function. 

Capital, like income, is a scalar quantity valued in deflated money 
units. Population is a number. In the specific production function used 
in the appendix (Y = AK*P**) population is multiplied by capital and 
so the equation is dimensionally consistent. 

The Population Input. The labor input is assumed to be a constant 
percentage of the population, given the social-political environment. 
The omission of the constant multiplier in equation (1) does not affect 
the analysis, and permits simpler notation. 

The Capital Input. Capital consists of produced goods and arable 
land used in the production process. Land and produced capital are 
perfectly substitutable in the production of aggregate income. In other 
words, ” money units of land, and m money units of produced capital 
can produce either the same product, or different products valued 
equally. 

The Social and Technological Environment. The assumption of linear 
homogeneity is reasonable only if the social structure and the technol- 
ogy used are constant. Cultural inertia is conducive to economic inertia. 
But the reverse is also true. Where economies are stagnant, where 
capital is not accumulating, cultural rigidity is encouraged by a rigid 
economic circular flow. 

Improved use of existing resources, either by fuller utilization of 
available inputs or by use of better alternative techniques, enables 
greater income from given inputs. Economies caught in the low-level 
equilibrium trap are often marked by considerable slack; that is, exist- 
ing inputs are not producing the maximum amount of output that man’s 
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knowledge will allow. If these economies are properly stimulated, in- 
come may be increased with no increase in factor supplies. Increase in 
the productivity of existing factor supplies may be defined as innova- 
tion and is represented in the model by an increase in A in equation (1). 


B. Net Capital Formation 


Net capital formation is an increase in the quantity of the capital 
input of the production’function. In the model there are two sources of 
capital formation: capital may be created out of current income at the 
alternative cost of consumption, and, if there is unused arable land, 
capital may be increased by bringing this land under cultivation. Land 
and savings are valued in deflated money units. 


(2) dK = dK’ + dL 
(K = capital, K’ = savings-created capital, Z = land under cultiva- 
tion.) 


Land. The rate at which additional deflated money units of land are 
brought under cultivation is positively related to the increase in popula- 
tion, negatively related to the proportion of total arable land already 
under cultivation. 


(3) dL = 


* 


(L = land under cultivation, Z* = total arable land, P = population.) 
As land area under cultivation inceases, the difficulty of bringing into 
cultivation additional land units of equal productivity increases. 
Reproducible Capital. Per capita savings are determined by per 
capita income, and all savings flow into investment. Keynesian un- 
employment of labor and capital is a phenomenon of a money-market 
economy of specialized producers. The theory is not appropiate to an 
economy based on self-sufficient units, with money and the market 
playing but a minor role. Foreign investment is autonomous. The per 
capita rate of investment from savings, then, is determined as follows: 


dK’ _o(Y/P—X); Y/P > (¥/P)’ 


or 

dK’ b—bX-(P/Y); Y/P 
(P/Y); Y/P > (¥/P) 


 -C(P/Y) ; ¥/P < (¥/P)’ 


(K’ = investment from savings, X = the zero savings level of Y/P, 
(Y/P)’ = the level of per capita income below which the rate of net 
disinvestment is the maximum technically possible.) 


a 
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Until a certain level of per capita income is reached, all income will 
be spent on the necessities of life; hence the positive X-intercept (see 
Figure 1). Negative investment is limited by the rate of depreciation of 
the capital stock and the incentive to tear down existing equipment; 
hence the break in the function at (Y/P)’. One cannot eat torn-up 
railroad track no matter how hungry one may be. There is a maximum 
rate of capital depletion. (Soil depletion through failure to apply ferti- 
lizer is a principal source of capital depletion in poor agricultural 
economies. ) 

Changes in the distribution of income shift the dK’/P function to 
the right along the Y/P axis if the change is toward greater equality. 


FIcure 1 


The more unequal the income distribution, the lower the level of per 
capita income that is sufficient to support a given level of positive 
savings. Government policy may force capital formation from an econ- 
omy with a per capita income so low that no investment would be 
forthcoming in the absence of government policy. Changes in govern- 
ment policy, distribution of income, and the social incentive system 
shift the dK’/P curve along the Y /P axis. 


C. Population Growth 


Expressed as a formula, the rate of population growth is simply the 
birth rate minus the death rate plus the rate of net immigration. For 
the purposes of the present model immigration is autonomous. 

The neo-Malthusian assumptions about population growth are made. 
In areas with low per capita incomes short-run changes in the rate of 
population growth are caused by changes in the death rate, and changes 
in the death rate are caused by changes in the level of per capita in- 
come. Yet once per capita income reaches a level well above subsistence 
requirements, further increases in per capita income have a negligible 
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effect on the death rate. Since this is a short-run model, effects on the 
birth rate of a high, sustained per capita income are ignored. Hence: 


dP <(¥/P)" 


P (dP/P)* ; Y/P2(¥/P)" 


(S = subsistence level of per capita income, (dP/P)* = maximum rate 
of population growth, (Y/P)” = level of per capita income above 
which increases in per capita income have negligible effect on the death 
rate.) The sharp break in the function is artificial but simplifies expo- 
sition (see Figure 2). 

This function assumes a given income distribution, a given social 
structure, and given medical techniques. A shift in income distribution 
toward greater equality shifts the dP/P function to the left along the 


FIGURE 2 


Y/P axis. The more unequal the income distribution, the smaller the 
population a given aggregate income can support. 

The introduction of modern medical practices in certain areas since 
the second world war has enabled a sharp cut in the death rate; yet 
nutrition and housing standards have fallen sharply in some of these 
areas. If the death rate is viewed as a function of per capita income, 
then improved medical technique should be viewed as shifting the func- 
tion to the left. 

These assumptions are the basis of the trap model. Clearly, the 
model is designed to examine the short run. Any substantial sustained 
change in per capita income certainly generates social change, and as 
the social-political structure changes the functions shift. 


Il. The Low-Level Equilibrium Trap 


The assumptions imply certain shapes of the dY/Y and dP/P curves 
plotted against the Y/P axis. Given the state of technology, the quan- 
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tity of unused land, and the social-political environment, dY/Y and 
dP/P are uniquely determined by the level of per capita income. 
The rate of growth of income, dY/Y, is explained by the equation: 


dY dK _ dP 


Y oP Y 
(6) 
= — + dL/P-P/Y) + 
oP P Y 
Since dK’/Y, dL/P and dP/P are determined by the level of per capita 
income through equations (3), (4) and (5), if 3Y/8K and 6Y/3P 
are determined by Y/P, then dY/Y is certainly determined by Y/P. 
If the production function is linear homogeneous, per capita income 
(Y/P) is uniquely determined by the capital-labor ratio (K/P), and 
the marginal productivities of capital and labor (8Y/3K, 8Y/8P) are 
determined by the ratio of capital to labor (K/P). Thus, both the 
dY/Y and the dP/P curves are fixed over the Y /P axis. 

If the level of per capita income that generates a zero rate of capital 
growth is also the subsistence level of income (if S = X), then dY/Y 
and dP/P both equal zero at the subsistence level of per capita income 
(see Figure 3a). If the zero-investment level of per capita income ex- 
ceeds the subsistence level of per capita income (if X exceeds S), then 
dY/Y is negative at S, and equals zero some point to the right of S$ 
and to the left of X (see Figure 3b). At this point the increase in in- 
come caused by a rising labor force is just offset by the decrease in 
income caused by a declining capital stock. If X is less than S, then the 
zero dY/Y level of per capita income is to the left of S and to the 
right of X. 

To the right of its zero value the dY/Y curve rises with increasing 
per capita income as dP/P, the rate of population growth, and dK’/Y, 
savings as a fraction of income, increase. As per capita income further 
increases, dP/P becomes a constant, and savings as a percentage of 
income approaches a constant; hence the dY/Y curve flattens out. 

As per capita income rises still higher, the dY/Y curve may turn 
down. If the production function is linear homogeneous, the ‘greater 
per capita income, Y/P, the smaller must be the output-capital ratio, 
Y/K, and since dK/Y approaches a constant, the proportional rate of 
growth of capital, dK/K = (Y/K) - (dK/Y), will tend to fall as per 
capita income increases. Since dP/P is a constant, dY/Y will tend to 
fall.’ 

If the rate of growth of income exceeds the rate of growth of popula- 


* dk/¥Y = dK'/Y + dL/P - P/Y. Since both dK’/Y and dL/P approach a constant as 
Y/P increases, if dL is large relative to dK’, dK/Y may fall as Y/P gets large. 
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tion (if the dY/Y curve lies above the dP/P curve at a given level of 
Y/P) then per capita income will increase from that level. Conversely, 
if the dP/P curve lies above the dY /Y curve at a given level of Y/P, 
then per capita income will fall from that level. Levels of per capita 
income at which dY /Y equals dP/P are equilibrium levels of per capita 
income. Population and income grow at an equal rate (positive, nega- 
tive or zero) at that level of per capita income. However, an intersec- 
tion of the dY/Y and dP/P curves will only be a stable equilibrium 
level of per capita income if the slope of the population growth curve 
exceeds the slope of the income growth curve at the intersection. If the 
dP/P curve lies above the dY/Y curve to the right of the intersection, 
below it to the left of the intersection (Y/P = S and Y/P = (Y/P)** 


FIGuRE 3a 


in Figure 3a), then if per capita income increases above the equi- 
librium level the increase in population will exceed that of income and 
per capita income will fall back toward the equilibrium. If per capita 
income falls below the equilibrium value, the rate of population growth 
will drop below the rate of income growth and per capita income will 
climb back toward the equilibrium. Conversely, if the slope of the 
dY/Y curve exceeds the slope of the dP/P curve at an equilibrium level 
of Y/P, the equilibrium is unstable (Y/P = (Y/P)* in Figure 3a), 
and deviations from that level will tend to grow. This is not economics 
but simple mathematics. 

The low-level equilibrium trap is a phenomenon caused by the shape 
of the dY/Y and dP/P curves at their point of intersection at or in the 
neighborhood of S, the subsistence level of per capita income. This 
low-level equilibrium will henceforth be symbolized as (Y/P)t (where 
¢ means trap). Economies whose social, political and economic organ- 
ization generate a dP/P curve that exceeds in slope the dY/Y curve 
at (Y/P)t are caught in a low-level equilibrium trap—the equilibrum 
is stable. But there is no reason why the intersection (VY /P)¢ need be 
or remain a stable equilibrium. If the social, political and economic 
conditions generate a dY/Y curve of greater slope than the dP/P curve 
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at (Y/P)t, then there is no tendency for an economy to stagnate at the 
low-level equilibrium. 

Translating from mathematics to economics, what conditions lead to 
a low-level equilibrium trap? If the production function is linear homo- 
geneous, then output per capita can only be increased if the amount of 
capital per worker is increased. In other words, the dY/Y curve lies 
above the dP/P curve at a given level of per capita income if and only 
if the rate of capital increase exceeds the rate of population increase at 
that level of per capita income. 

At an equilibrium level of per capita income both capital and popula- 
tion are constant, or are changing at an equal rate so that their ratio 


d(dP/P) 
is constant. If the ratio ————— at the equilibrium (Y/P)t is less than 

d(dK/K) 
one, the equilibrium is unstable and there is no trap. If the ratio is 
greater than one, the economy is trapped at (Y/P)t. If S = X and 
dK/K = dP/P = Oat (Y/P)t, then the ratio can be written: 
K @P K p 

P @K P b+ —L)/L*\p 

where ?, from equation (5), shows how responsive the rate of popula- 
tion growth is to changes in per capita income; J, from equation (4), is 
the marginal propensity to invest in per capita terms; (L*—L)/L*, 
from equation (3), is the percentage of total arable land that is still 
free and available for increased agricultural production, and g, from 
equation (3), is a measure of the propensity of new population to clear 
new arable land. The first fraction (K/P) summarizes the technological 
efficiency of the economy. The lower the ratio, the smaller the quantity 
of capital per laborer needed to support a given level of labor produc- 
tivity. The second fraction: 


p 
b+ g{(L* — L)/L*]p 


summarizes an economy’s response to increases in per capita income 
from (Y/P)t. The lower the ratio, the greater the induced increase in 
capital relative to the induced increase in population. The greater the 
marginal propensity to invest, and the easier it is to bring new land 
into cultivation, the lower will be the ratio. 

Thus, the social and technological conditions conducive to trapping 
an economy are: (1) a high correlation between the level of per capita 
income and the rate of population growth, (2) a low propensity to 
direct additional per capita income to increasing per capita investment, 
(3) scarcity of uncultivated arable land, and (4) inefficient production 
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methods. Opposite conditions are conducive to an unstable equilibrium 
at (Y/P)t. If the population maintains control over its rate of growth, 
if the propensity to invest is high and free land plentiful, and if produc- 
tion methods are efficient, then the economy will not be caught in the 
low-level equilibrium trap. 

The Strength of the Trap. Assuming for the moment that the dY/Y 
and dP/P curves are shaped so as to trap the economy at (Y/P)t#, the 
trap may be tight or loose. The strength of the trap is defined as the 
gap between (Y/P)t¢ and (Y/P)*, the value of per capita income that 
must be achieved before the pull of the trap is escaped (Figure 3a). 
The relative values of S, the subsistence level of income, and X, the 
zero investment level of income, are important factors in determining 
the strength of the trap. If S is less than X, then the dP/P curve cuts 


# 


‘ 7X \P/ 


FicuRE 3b 


the Y/P axis to the left of the point where the dY/Y curve cuts the 
axis. In this case the gap between (Y/P)t and (Y/P)* is, of course, 
increased (Figure 3b). If X moves to the left, S to the right as income 
inequality increases, then, ceteris paribus, the more unequal the distri- 
bution of income, the weaker the hold of the trap.* 

Improvement in medical technique and knowledge reduces the level 
of per capita income that is consistent with a stable population, and, 
according to the model, would seem to make escape from the trap more 
difficult. However, this effect may well be compensated for by the in- 
crease in labor productivity (shifting and lifting the dY/Y function) 
that better health may permit. This example points out an important 
implicit assumption of the model (and of many models): that param- 
eter values are assumed independent of each other. 

Ceteris paribus, the smaller the difference between the slopes of the 
dP/P and dY/Y functions at (Y/P)t, the weaker the hold of the trap. 


*The model neglects the stimulus that a mass market and the type of social structure 
that comes with greater equality of income distribution might have upon the propensity 
to invest and innovate. 
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The factors that act to trap an economy determine, in their degree, the 
tightness of the trap and the difficulty of escape. 

The model suggests the tentative hypothesis that until the techno- 
logical advances of the eighteenth and nineteenth centuries, rapid con- 
tinuous growth, such as that of the United States, Western Europe and 
Japan, could never have taken place, and only economies with ample 
free land (or that were exploiting colonies or subject states) could for 
long support a level of per capita income greater than (Y/P)t. (This 
is not to say that a small privileged class could not live in wealth.) 
Only economies with free land faced a dY/Y curve of greater slope 
than the dP/P curve at (Y/P)t. The state of technological knowledge 
necessitated a far larger amount of capital per laborer to support a 


given level of labor productivity than is needed with modern knowl- 


K dP 

edge. The ratio > . Er was large because K/P at (Y/P)t was large. 

If free land (a large —s permitted easy capital accumulation, 


a level of per capita income in excess of subsistence needs could be 


supported by productive agriculture, but as population increased and 


L 
crowded the land, a would decrease and the dY/Y function 


would pivot clockwise about S and (Y/P)t would become a stable 
equilibrium (see Figure 4). Once the land became crowded all econo- 


FIGURE 4 


mies were trapped. It has only been since the industrial revolution that 
man’s knowledge has permitted densely populated economies to remain 
prosperous. 

The Escape from the Trap. The low-level equilibrium may be es- 
caped in several different ways. Historically, escape has been achieved 
through the simultaneous use of several means. 


@) 
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Changing social structure (a greater emphasis upon thrift and en- 
trepreneurship, greater incentives to produce in quantity, increased 
incentive to limit family size), increased percentage of the population 
in the labor force, changing distribution of income enabling accumula- 
tion of wealth by investors, a government investment program, all act 
to shift and pivot the income growth and population growth functions 
and thereby weaken the strength of the trap; perhaps eliminate the 
trap by pivoting the dY/Y curve to a greater slope than the dP/P 
curve at (Y/P)t. If this model summarizes the maladies of stagnant 
economies, then it is clear that policies directed toward eliminating 
social inertia may play an important role in loosening the trap. 

Social and political change has usually been accompanied by appli- 
cation of improved production techniques. The raising of the marginal 
productivity of capital and labor pivots the dY/Y function counter- 
clockwise. If the improvement in techniques is applied to all production, 
as well as to new production, then the taking up of slack lifts the 
dY/Y function over its entire range and enables an income increase 
that is achieved without increasing factor supplies. If the production 
function is written Y = Af(K, P), then dA/A, the proportional in- 
crease in productivity of existing factors of production, may be called 
the rate of innovation. The taking up of slack through innovation may 
provide the boost necessary to lift an economy out of the low-level 
equilibrium trap. 

Increases in income and capital achieved through funds obtained 
from abroad, and decreases in population through emigration can help 
to free an economy from the low-level equilibrium trap, However, small 
injections of funds may have no permanent effect unless accompanied 
by changing social-economic parameters, for unless the injection is 
sufficient to make dY /Y exceed dP/P the income increase will tend to 
be swamped by population increase. Of course, foreign assistance, to- 
gether with ifternal change, can play an important role in boosting an 
economy from the hold of the trap. 

Growth after (Y/P)* is achieved. Once per capita income has in- 
creased beyond (Y/P)* growth will be self-generative, since (Y/P)* 
is an unstable equilibrium. Per capita income will either rise to a stable 
equilibrium value (Y/P)** if the dY/Y curve turns down to cut the 
dP/P curve from above; or, if the dY/Y curve stays above the dP/P 
curve (it need not turn down), per capita income will continuously 
increase. The gap between the dY/Y and dP/P curves determines the 
rate of growth of per capita income. 

Thus, growth can be rapid and explosive if the dY/Y curve stays 
above the dP/P curve, or growth may be of the slow, shifting-equi- 
librium type. Through time, technological innovation may shift the 
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dY/Y function, and a decline in the birth rate may drop the dP/P 
function, thus shifting (Y/P)** to the right and accelerating growth. 
However, the model can only be, at best, suggestive of the determinants 
of the rate of growth of economies with a high per capita income.‘ 

The Effect of Differential Rates of Response. The model is based on 
the assumption of a rapid response of population and net capital form- 
ation to changes in the level of per capita income. Differential rates of 
response can affect the nature of the low-level equilibrium trap. If, after 
an increase in per capita income, savings out of increased incomes are 
quickly directed toward capital creation which quickly starts new pro- 
duction, while population growth occurs only after a substantial time- 
lag, then the trap model is meaningless as a description of the world, 
and the model clearly does not explain stagnation. However, if the 
dP/P response occurs at the same speed, or with greater speed than 
the dY/Y response, then the different rates of response do not weaken 
the trap. The response of the death rate to increases in per capita in- 
come is probably rapid in areas where the level of per capita income 
is very low, and where death rates are high because of the low per 
capita income. On the other hand, income not consumed becomes pro- 
ductive only with a time-lag. Investment projects must be completed 
before income is created out of past increases in income. Differential 
rates of response are probably not of the sort that eliminate the low- 
level equilibrium trap. 

*The assumptions of the model become increasingly unrealistic as per capita income 
increases above the subsistence level. The population growth function and the investment 
function clearly do not summarize the principal determinants of population growth and 
growth of capital stock in economies with a high per capita income. We then move into 
the Keynesian world, and Say’s law is a poor tool. The assumption of a constant birth 
rate and a death rate responsive to small changes in per capita income likewise is inapplic- 
able in economies outside the trap range. Further, economies with a high level of per 
capita income are socially and technologically dynamic. Where population is growing and 
capital stock increasing, the social interrelationships and power equilibria are constantly 
changing. Economic change and cultural inertia are incompatible. If there is frequent social 
and technological change, the functions of the model are constantly shifting and the model 
becomes useless for analytic purposes. The assumption of a stable social-political system 
is also inappropriate to an economy with a per capita income below the subsistence level. 
Social and political upheaval has always been a concomitant of starvation. Hence, the 
mathematical curves of the model only have economic relevance in the neighborhood of the 
subsistence level of per capita income. 


APPENDIX 


The basic equations of the model are: 


(1) Y = Af(K, P), nY = Af(nK, nP) 


(Y = income, K = capital stock, P = population, A = index of 
productivity) 


- 
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dK = dL + dk’ 
L = land under cultivation, K’ = capital from savings) 
dK’/P = b(Y/P — X); Y/P > (Y/P)’ 
-C Y/P s (Y/P)’ 
(X = zero savings level of per capita income) 
adK’/Y = b — bX(P/Y); Y/P > (Y/P)’ 


(3b) 
— C(P/Y); (¥/P)' 


(4) dL = g{(L* — L)/L*|dP 
(L* = total amount of arable land) 
dP/P = ~(Y/P—S); Y/P <(¥/P)" 
(dP/P)* Y/P 2 (Y/P)" 


(S = subsistence level of per capita income) 


(S) 


Differentiating (1) and using (2): 
(6a) dY/Y = f,(dK’/Y + dL/Y) + f,(dP/Y) + dA/A 
(6b) dY/Y¥ = fi(dK’/Y + dL/P-P/Y) + f,(dP/P + P/Y) + dA/A 


In order to give the model a firm shape that can be drawn, the Cobb- 
Douglas production function is used. However the essential argument holds 
for any linear homogeneous function. 


(7) Y = AK*P'-« 
dY/Y = dA/A + aA(K/P)*"-(dK'/Y + dL/Y) 
+ (1 — a)A(K/P)*-dP/Y [from (7) and (6a) ] 


The following equations are useful for putting (8) in a more convenient 
form: 


(9) Y/P = A(K/P)* 

(10), K/P = 

(11) Y/K = A(K/P)* = 

(8) may be rewritten: 

dY/Y = dA/A + + dL/P-P/Y) 
+ (1 — a)dP/P; [from (10) ] 


(8) 


(12) 
or as: 
(13) d¥/Y¥ = dA/A + adK/K + (1 — a)dP/P. 
dY/Y = dA/A + [aA*(¥/P)-»)/2][6 — bX(P/Y) 
+ (P/Y)g((L* — L)/L*)p(¥/P — S)] 
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(14a) 
+ (1 — a)p(Y/P — S$); [from (10), (3b), (4) and (5)] 


[(Y/P)’ < Y/P < (¥/P)"] 
I assume that both S and X fall within this range of Y/P. 
dY/Y 


(14b) +(1-a)p(¥/P-S); 
| 

(14c) 
[y/P2(¥/P)"] 


From equation (14), dY/Y can be drawn over the Y/P axis. If L=L* 
and aA/A=0, then within the range (Y/P)’<Y/P<(Y/P)"”, dY/Y 
plotted against Y/P is negative at the lower bound, positive at the upper 
bound, and is a monotonically increasing function in between. The latter 
point is shown by differentiating (14a) with respect to Y/P and setting this 
equation equal to zero. 


a(d¥/Y)/a(¥/P) = (a — 
+ + (1 — a)p; 


(dA/A = 0, L = L*) 
P 


—l/a 
bAlle =< 


The Y/P solution to 15b exceeds X/(1—a) and (Y/P)"’ exceeds X and 
so the dY/Y curve continuously increases in the range (Y/P)'<Y/P 
<(Y/P)"’. In the range Y/P>(Y/P)’’, Y/P reaches a maximum at Y/P 
=X/(1—a), and approaches (1—a)(dP/P)* as Y/P approaches infinity 
(from equation 14c). 

The dY/Y curve and the dP/P curve are shown plotted against the Y/P 
axis in Figure 3. 


(15b) a(dY/Y)/a(Y/P) = 0 = Y/P — [X/(1—)] 


(16) d(Y/P) = dY/Y — dP/P 


Thus when the dY/Y curve lies above the dP/P curve, Y/P will rise, 
and conversely. Stability of an equilibrium value of Y/P (where dY/Y 
=dP/P) depends on the slopes of the curves at the intersection. If the slope 
of the dP/P curve exceeds the slope of the dY/Y curve the equilibrium is 
stable, otherwise unstable. 

For any linear homogeneous function [nY =f(nK, nP)| Y/P=g(K/P), 
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g’>0. This is shown by setting n=1/P. Thus at an equilibrium level of 
Y/P, dP/P=dK/K and the condition for stability can be written: 


i( Y 
( Y / >) K*\\ Pd?» — dp? 
(=) /45) P? /Kda’?K — dK? 
K P 


If S=X|(dP/P)=(dK/K) =0]| at the equilibrium then the condition for 
stability can be written: 


(17b) K/P-d@P/d?K > 1 

If L=L* this condition can be written [from equations (3) and (5)]: 

K/P-p/b>1 
(17¢) 
L#L* 
If L~L* then for stability [from equations (3), (4), and (5) | 

(17d) K/P 


‘b+ g((L* — L)/L*)p 


The basic analysis thus far has not been dependent on the use of the Cobb- 
Douglas function. Any linear homogeneous function gives rise to a similarly 
shaped curve in the neighborhood of S, and the stability conditions are 
general. However not every linear homogeneous function gives rise to a 
dY/Y curve that always dips down below the dP/P curve as Y/P becomes 
great. For example, the dY/Y curve derived from the linear homogeneous 
function: 


(18) Y=rK + wP, 


and equations (3a) and 6 is: 
dY/Y¥ = r[b — bX(P/Y)] + w(P/Y)(dP/P)* 
(Y/P > (¥/P)", L = L*) 


This curve approaches rb as Y/P goes to infinity, and there is no reason 
why rb may not exceed (dP/P)*. 


(19) 
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THEORY OF THE RELUCTANT DUELIST 


By Dantet ELLSsBERG* 


We wish to find the mathematically complete principles which define 
“rational behavior” for the participants in a social economy, and to de- 
rive from them the general characteristics of that behavior. 


Thus von Neumann and Morgenstern defined their goal in the Theory 
of Games and Economic Behavior.* 

Their analysis of the problem, their model, their approach to it were 
brilliantly conceived; they invented an array of new concepts and new 
techniques of analysis to examine what has come to be known as the 
game situation. But they aimed beyond. With respect at least to the 
special situation of the “zero-sum two-person” game they offered not 
merely a new way of looking at an old problem but “a precise theory 
. .. which gives complete answers to all questions.” 

Rarely is it kind to remind a theorist of such a statement ten years 
later. Yet the fact is that for more than a decade their solution of the 
special problem has stood without serious challenge. Critics of game 
theory have indeed questioned the assumptions, the concepts, the im- 
portance of the model; but they have published few complaints about 
the conclusions drawn from the model. Game theorists have gone on to 
new problems. They have abandoned some assumptions and developed 
more complex and versatile models. But they have rarely derived 
results so elegant, determinate or general as those claimed for the two- 
person zero-sum game. The solution associated with that model has 
come to represent game theory: its most solid achievement, the best 
measure of its promise. No one has cared to question its status as the 
theory of the two-person zero-sum game. 

Is it a satisfactory theory, within the limits of its own model and 
assumptions? I do not believe it is. I do not think it would be useful in 

*This article was originally part of an honors thesis entitled “Theories of Rational 
Choice Under Uncertainty” submitted at Harvard College, April 1952. The author wishes 
particularly to thank John Chipman (who supervised the original writing), Carl Kaysen, 
Wassily Leontief, Martin Shubik and Oskar Morgenstern for their valuable criticism. The 


author is presently serving with the United States Marine Corps, on leave of absence 
from Harvard University. 

* John von Neumann and Oskar Morgenstern (Princeton, 1944), p. 31. All citations in 
this paper will refer to this work, unless otherwise noted. 
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predicting behavior in the situations it considers, nor does it seem 
acceptable as a general norm of behavior. 

Von Neumann and Morgenstern approach a particular context of 
rational choice under uncertainty: in which the outcome of an action 
is uncertain because it depends on the interaction of a small number of 
conflicting wills. Because rational choice has been undefined for situa- 
tions involving uncertainty, orthodox theory, premised on rational 
behavior, has been correspondingly “indeterminate” for these situations. 

By certainty is meant a situation in which each available action is as- 
sociated in the actor’s mind with a single, certain consequence. The rule 
of rational choice under certainty, to which we will refer frequently, 
requires him to choose that action whose consequence he most prefers. 
The rule is meaningless when an individual must act under uncertainty, 
i.e., when he associates with a given action a set of possi’) «::tcomes, 
some of which may be favorable and some unfavorable. 

It is not difficult to devise various rules of choice that can be applied 
in this situation, any one of which might be termed, more or less arbi- 
trarily, “rational.” To discover a rule with general usefulness in predict- 
ing or prescribing behavior under uncertainty is something else again. 
It is this at which von Neumann and Morgenstern aim. “The superior- 
ity of ‘rational behavior’ over any other kind is to be established .. . 
for all conceivable situations—including those where ‘the others’ be- 
have irrationally, in the sense of the standards which the theory will 
set for them.” 

We might consider a principle to be a “useful” definition of rational 
choice under uncertainty if most people who were rational under cer- 
tainty would reject any decision inconsistent with the principle.* With 
this criterion we can probe the von Neumann-Morgenstern conclusions. 
If it should appear that a large number of reasonable people will accept 
some decisions inconsistent with the particular rule that the authors 
propose, and if their reasons are not random or foolish, then the von 
Neumann-Morgenstern principle could not be satisfactory as the unique 
definition of rational behavior in the game situation. 

Some familiarity with the model and concepts of the zero-sum two- 
person game will be taken for granted, but the abstract model can be 
described briefly. Player A selects a strategy i from the set of strategies 
open to him by the rules of the game. Simultaneously, in ignorance of 
A’s choice, player B selects a strategy j from his set of admissible 
strategies. Then, after the choices are revealed, A receives an amount 
ai; and B receives an amount —ai; (or, B pays A an amount ai;). The 


*P. 32. 
‘This proposition has been adapted from one in an unpublished paper by Jacob 
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subscripts indicate that the payoff is a function of both strategies. The 
rules of the game prescribe a pair of outcomes corresponding to each 
possible pair of strategies. The sum of the outcomes is zero; what one 
player wins, the other loses. 

In this model, each player makes but one “move.” Thus, the analysis 
applies directly to such simple games as matching pennies, in which 
each player chooses between the alternatives, heads or tails. To gen- 
eralize the results to more complex games such as poker or chess, the 
authors interpret the player’s single move as the choice of a strategy, 
a concept which they define: “ a plan which specifies what choices he 
will make in every possible situation, for every possible actual informa- 
tion which he may possess at that moment. . . .”° When both players 
have chosen strategies in this sense, the outcome of the game is deter- 
mined. Thus, complex games can be analyzed in static terms, as though 
the outcome were determined by a single choice on the part of each 
player. 

To “divide the difficulties” of the analysis, the authors make some 
important simplifying assumptions. First, the outcomes are repre- 
sented not in utilities, cardinal or otherwise, but unequivocally in 
money.*® Second, von Neumann and Morgenstern abstract from un- 
certainties concerning the rules of the game. Each player knows with 
certainty: (a) what strategies he is allowed; (b) what strategies his 
opponent is allowed; (c) the outcome corresponding to any pair of 
opposing strategies. Finally, there is a significant tacit assumption 
that each player knows his opponent has the same rules of the game 
in mind. 

The strategies and payoff function, which comprise the rules of the 
game, can be represented by a matrix, each row corresponding to one 
of A’s possible strategies, each column, one of B’s strategies, the ma- 
trix elements being the payoffs corresponding to pairs of opposing 
strategies. There is no need to show B’s outcomes explicitly, since 
they are merely the negatives of A’s. 

The model described above is the “normalized” version of the game. 
It expresses just those elements of uncertainty which von Neumann 
and Morgenstern wish to emphasize. Since each player must choose 
in ignorance of his opponent’s choice, and since the outcome of any 
strategy depends on that unknown choice, there is a set of possible 
outcomes corresponding to each possible strategy, rather than a single, 
certain outcome. The problem is to prescribe a unique “rational” 
choice among these sets of uncertain outcomes. 

In special cases the choice may be easy. If the payoff function hap- 


*P. 79, 
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pens to be such that the outcome of one particular strategy is better 
than the outcome of another for every one of the opponent’s possible 
strategies, the first will be said to “dominate” the second. In terms 
of the matrix, if each element in one row is greater than the corre- 
sponding element in another row, the first strategy dominates the sec- 
ond. To choose a strategy which is dominated by another would be 
to accept an outcome which is certain to be less favorable than if the 
dominant strategy were to be chosen. The rule seems indicated that 
the rational player will never choose a dominated strategy. 

The hard choices come when (a) sets of outcomes overlap, so that 
the opponent’s choice determines whether the outcome of one strategy 
is better or worse than that of another, and when (b) the opponent’s 
choice is uncertain, being made simultaneously with one’s own. These 
are conditions of the normalized game, which is the target of the 
analysis. 

Von Neumann and Morgenstern approach this target indirectly, via 
two models which depart from the conditions of the normalized game 
and which are in themselves of much less significance. They explain 
their approach: 


The introduction of these two games . . . achieves this: It ought to be 
evident by common sense—and we shall also establish it by an exact 
discussion—that for [these games] the “best way of playing”—+.e. the 
concept of rational behavior—has a clear meaning.’ 


In one of these modified games, called the minorant game, A must 
make his choice first, after which B chooses in full knowledge of A’s 
choice. Since B, in this game, acts under certainty, the basic principle 
of rationality under certainty prescribes his choice. Given strategy 
i by A, then to each strategy available to B there corresponds a single, 
certain outcome, and his unique rational choice is that strategy asso- 
ciated with the outcome: Minjai;, where é is given.* That is, he should 
pick the column corresponding to the minimum element in the row 
selected by A. 

Now if A, moving first, knows literally nothing about B’s “men- 
tality,” then A must choose under uncertainty. But in this model, if 
A has the relatively small scrap of information that B is rational 
under certainty, then A too acts under certainty. Operationally, the 
statement that B is known to be rational under certainty is equivalent 
to the statement that B, moving second, is certain to choose the mini- 
mum element in any row picked by A. If A thus considers it impossible 


me, 

a 
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™P. 100. 
*B will be described as minimizing a.;, since his outcome is —asy. He could equally 
well be described as maximizing —ay;. 
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that a given strategy should have any but its minimum outcome, the 
rule is inevitable that it is irrational for A to pay any attention to the 
m(n-l) matrix elements which are not row minima. A should choose 
the “maximin” strategy corresponding to the largest of the row 
minima. 

In the second special model, the majorant game, B must choose 
before A, who then chooses with certainty of the outcome. As above, 
if B does know A to be rational under certainty, this is equivalent to 
knowing that elements which are not column maxima are not possible 
outcomes. Hence under this special assumption B also acts under cer- 
tainty, associating a single, certain outcome (Maxiai;, for given j) 
with each strategy. The only strategy which is rationally consistent 
with his belief about A is his “minimax” strategy, i.e., the strategy 
corresponding to the outcome Min;Maxiai;, which guarantees him 
the best of the “possible” outcomes. 

Thus, the authors’ assertion is justified. In these special models, in 
which one player possesses, and is known to possess, knowledge of 
the other’s choice, certain rules of rational choice for both players 
do appear uniquely valid. 

In the normalized game, to which we now return, neither player 
knows with certainty his opponent’s choice beforehand, since both 
choose simultaneously. The principle of choice which von Neumann 
and Morgenstern propose is essentially this: each player should choose 
as though he were moving first in a minorant (or majorant) game, 
and as if he were certain that his opponent were rational and in- 
formed. Thus, player A should consider only the minimum element 
in each row: i.e., the worst that could happen to him under that 
strategy. He should then choose the strategy with best minimum out- 
come. This particular outcome may be expressed as MaxiMinjai;, 
his maximin strategy; the corresponding policy for player B is to 
choose the column with the lowest maximum outcome (Min;Maxiai;), 
or minimax.’ 

The nature of this prescription differs markedly from that applying 
in the minorant or majorant games. In those, the first player knows 
that the second acts with certainty of the outcome, and knows (we 
assume) that the second is rational under certainty; thus he too acts 
under certainty. The conclusion that he should choose his minimax 
strategy then follows directly from the principle of rational choice 
under certainty (there is, in fact, no problem of uncertainty). It is 


* For convenience, this rule of choice for the normalized game will hereafter be referred 
to as the minimax principle. Either player may be said to choose his minimax strategy— 
i.e., the one prescribed by this principle—though the context may indicate, for a particular 
player, that a maximin strategy is involved. 
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precisely this property that is missing from the normalized game. 
There, knowledge that one’s opponent is rational under certainty has 
no immediate bearing on the outcome to be expected from different 
strategies, for it is known that the opponent himself must act under 
uncertainty. The fact that one’s own choice is hidden from the op- 
ponent means that the opponent’s choice, and hence the outcome of 
one’s strategy, is uncertain. 

Von Neumann and Morgenstern instruct the player in the normal- 
ized game to act as if he were certain of the consequences, although in 
fact he is not and cannot be certain. Note that these particular “as 
if” assumptions are not mandatory on the players merely because of 
the game situation and the conflict of interest between them. Each 
player knows that his opponent would like to inflict the maximum 
possible loss on him; but he also knows that his opponent, moving 
simultaneously and in ignorance of his own choice, cannot be certain 
of succeeding. 

Unless the player believes that his opponent is gifted with extra- 
sensory perception, the knowledge that he is hostile, “reasonable” 
and informed cannot make his strategy certain. Uncertainty is a state 
of mind, a property of belief or expectation; if it is present it cannot 
simply be “assumed away.” The “as if” or minimax policy proposed 
by von Neumann and Morgenstern is not a method for exorcising 
uncertainty but is one among several principles for acting in the 
presence of uncertainty. Its provisional nature is mentioned here not 
as a criticism but because that aspect is obscured in The Theory of 
Games. Von Neumann and Morgenstern leave the impression that 
the minimax principle for the normalized game follows logically (and 
inevitably) from the similar principle in the minorant and majorant 
games: hence, that it is derived eventually from the notion of rational 
choice under certainty. 

They do not, indeed, begin in that vein. They first present the 
advantages (from a conservative point of view) of the minimax prin- 
ciple, concluding: “It is reasonable to define a good way for 1 to play 
the game” as that strategy which guarantees him at least the maximin 
outcome. Similarly, “it is reasonable to define a good way for 2 to 
play the game as one which guarantees him a gain” corresponding to 
the minimax outcome.”® Or as paraphrased above, it is reasonable to 
define a good way for a player to behave: play as though moving 
first in a minorant or majorant game. This method might indeed be 
considered sound conservative behavior. But the authors continue: 


* Both quotations are from p. 108; italics added. 
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“So we have: 

(14:C:a) The good way (strategy) for 1 to play the game” (my 
italics) is maximin. And: 

“(14:C:b) The good way (strategy) for 2 to play the game” (my 
italics) is minimax. The next paragraph begins: “Finally, our defini- 
tion of the good way of playing, as stated at the beginning of this 
section, yields immediately. . . .”** The fact is that their statement at 
the beginning of the section did not define the good way of playing. 
It defined a@ good way. Yet the authors are ready to start the next 
section with: “(14:C:a) — (14:C:f) ... settle everything as far as the 
strictly determined two-person games are concerned.””** 

It is not to confront the authors with a petty lapse that the meta- 
morphosis of a into the has been plotted in detail. That passage plays 
no minor role. Keystone of the whole “determinate” theory of the 
normalized game is a uniquely valid principle of rational behavior: 
enthroned, in the citation above, by a bit of sleight-of-hand. It cannot 
simply be taken for granted (in fact, it does not seem to be true) that 
what is uniquely reasonable in the minorant or majorant games will 
still be uniquely reasonable in the normalized game. 

Rejecting any such easy conclusion, it still remains to judge the 
von Neumann-Morgenstern principle on its merits. The maximin rule 
does offer a type of security—the certainty of achieving an outcome 
which is at least better than the worst possible (i.¢., the lowest element 
in the matrix). But this security is purchased at a price. Along with 
it goes the certainty that the outcome will not exceed a certain sum 
(namely, the best element in the set containing the maximin outcome). 
This upper limit may be only slightly better than the maximin out- 
come, which in turn may be only a shade better than the worst possible 
outcome. At the same time, other strategies may offer the possibility 
of dazzlingly superior outcomes, combined with minimum outcomes 
barely below the maximin. With such a payoff function, it is not 
obvious that simple “reasonableness” prescribes uniquely the choice 
of the maximin strategy. 

The key question of this paper may be phrased: Is it useful to call 
a player irrational because he decides to use a nonminimax strategy? 
Consider the payoff matrix shown in Figure 1. In this game, A’s maxi- 
min strategy is A-2; B’s minimax strategy is B-2. According to von 
Neumann and Morgenstern, these are “the rational” choices for A and 
B. Any other choice would expose the player to the chance of losing 
10. On the other hand, the “rational” strategy also guarantees that the 


* All quotations are from loc. cit.; italics added. 
™P. 109. 
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player will not get more than 0. 

Would most people who were rational under certainty reject any 
other choice of strategy? Suppose that A were to play a nonmaximin 
strategy, A-1 or A-3. If B played his “rational” strategy B-2, A would 
do exactly as well as if he had used his own “rational” strategy A-2. 
If B were not certain to use B-2, then A would stand to win or to lose 
10. Player A might prefer this uncertainty to the certainty of win- 
ning 0. 

A similar argument holds for B. In this game, both might use non- 
minimax strategies even though each knew his opponent to be rational 
under certainty and informed as to the payoff matrix. And there seem 
to be no convincing grounds for saying that these choices would be 
unreasonable. 

In this game there is no way for one player to be sure of “punish- 


B-1 B-2 B-3 


—10 


0 


| ~10 | 10 
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ing” the other for using a “bad” strategy; in fact, to have a chance 
of inflicting any loss on the other he must use a “nonrational” strategy 
himself.** There is another implication that deserves some thought. In 
this game the behavior of a man “rational” in the von Neumann- 
Morgenstern sense would be unaffected if every element in the payoff 
matrix were multiplied by a constant. But are not most people inter- 
ested in comparing the differential gains that they might make (by 
choosing a nonminimax strategy over a minimax strategy) with the 


differential losses they would risk? A player who was willing to 
accept the uncertainty of receiving either 10¢, O0¢ or —10¢ might be 
unwilling to risk the loss of $100, even if combined with the possibility 
of winning $100.** Such a player, in contrast to the von Neumann- 


“This matrix is by no means a mere oddity. Von Neumann and Morgenstern spend 
considerable time analyzing games with precisely these characteristics; e.g., see the case on 
page 164: “If the opponent played the good strategy, then the player’s mistake would 
not matter.” 

* And in every “specially strictly determined” game, as defined below. 

“This point would not be met by replacing the money outcomes which the authors 
do use by “von Neumann-Morgenstern utilities,’ of the sort they discuss in their opening 
pages. The latter are relevant, if they can be found at all, only to situations involving 
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Morgenstern “rational” player, is taking into account outcomes other 
than minimum payoffs. He does not believe, and is not assuming, that 
his opponent is certain to succeed in enforcing the minimum. Is this 
irrational? Unlike the minorant and majorant games, there is no clear 
basis for certainty that the nonminimum outcomes are impossible. 

It would appear that von Neumann and Morgenstern fail their own 
criterion; their rule of rational behavior fails to be superior in face 
of the possibility that the opponent may behave “irrationally.” They 
do make an effort to avoid this test: 


It is possible to argue that in a zero-sum two-person game the rationality 
of the opponent can be assumed, because the irrationality of his opponent 
can never harm a player. Indeed, since there are only two players and 
since the sum is zero, every loss which the opponent—irrationally— 
inflicts upon himself, necessarily causes an equal gain to the other 
player.*® 


The defense is inadequate. Their conception of “harm” seems to 
exclude any element of “opportunity cost,” “regret,” any notion of 
the pain incurred in passing up a real chance of great gains or in 
discovering, afterwards, that one could have done much better than 
he did (by risking slightly worse). The very mention of the possibility 
that an opponent will violate any given set of rules suggests that any 
element in the whole matrix is possible. If there is indeed a chance that 
the opponent will make a “mistake,” why not help him to inflict a 
large loss on himself? 

The particular game discussed above belongs to a class of games 
known as “specially strictly determined.”*” With respect to these games 
at least, von Neumann and Morgenstern regard it as obvious and un- 
questionable that their minimax principle is solely rational. The criti- 
cisms presented so far might tend to unpin such faith in the unique 
claims of the rule, even in this most favorable context. It is time now 
to consider their efforts to extend the application of their principle and 
their concept of the “solution” or “value” of a game. 

In the minorant and majorant games the assumptions (a) that both 
players are rational under certainty, and (b) that the player moving 
first knows that his opponent is rational under certainty, are sufficient 
to make the outcome of the play uniquely determined. Given these 
assumptions, the outcome to A in the minorant game will be v: = 


risk, i.e, known probabilities. (See “Classic and Current Notions of ‘Measurable Utility,’ ” 
Econ, Jour., Sept. 1954, LXIV, 528-56.) The situation described so far involves no prob- 
abilities. The authors insist that it is conceptually impossible to measure uncertainty as to 
the opponent’s choice in terms of numerical probabilities. 

* Defined below. 
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Maxi Min;ai; and the outcome to B is —v:. In the majorant game (A 
moving second) the outcome to A is v2 = Min;Maxiai;, the outcome 
to B is —v2. These payoffs are plausibly defined as “values” of the 
games for the players in two distinct senses: (a) if the assumptions 
apply, these are the outcomes that will actually result; (b) given the 
assumptions, they represent the maximum amounts which the players 
rationally should be willing to pay for the privilege of playing the 
game. 

It can be proven that v: (maximin) is always less than or equal 
to v2 (minimax). If vi = ve, MaxiMinjaiy = Min;Maxiai;, a “saddle- 
point” is said to exist in the payoff function. This condition is of no 
interest at all in the minorant and majorant games, so far as the 
players’ choices are concerned. However, it does play a role in the 
authors’ attempt to derive a numerical value of a play in the normal- 
ized game. 

They follow two parallel lines of argument. The first proceeds 
thus: (a) definite “values” can be assigned to the minorant and ma- 
jorant games: (b) moving first is less advantageous than moving 
second, and moving simultaneously (as in the normalized game) must 
lie in between; (c) therefore if a “value” for the normalized game can 
be found at all, it must lie between the values of the minorant and 
majorant games, i.e., v must be between v: and v2; (d) thus, if the 
payoff matrix has a saddlepoint, v: = v2, this outcome must constitute 
the unique value v of the normalized game.” 

This is supported by an “heuristic” argument that the numbers 
vi and ve, defined as above but no longer associated with the minorant 
or majorant games, have a practical significance in connection with 
the normalized game. Although in this game both players choose simul- 
taneously, 


It is nevertheless conceivable that one of the players, say 2, “finds out” 
his adversary; i.e., that he has somehow acquired the knowledge as to 
what his adversary’s strategy is. The basis for this knowledge does not 
concern us... 


They assert that in this case, conditions “become exactly the same as 
if” the game were a minorant game. Likewise, if player 1 “finds out” 
his adversary, conditions become “exactly the same as if” the game 
were the majorant game.” In either of these cases, they claim, the 
“value” of the normalized game becomes a “well-defined quantity”: 

* A game with a saddlepoint corresponding to two strategies of the type we have con- 
sidered so far (“pure” strategies) is said to be “specially strictly determined.” The matrix 
in Figure 1 is an example. 

*P. 105. 

*P. 106. 
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v: in the first case, ve in the second. Moreover, finding out is better 
than being found out, and the case in which neither occurs is in be- 
tween; theretore the value of the normalized game must be bounded 
by v: and v2, and if they are equal it is uniquely determined. 

In both arguments the key proposition is that v, if it can be defined 
at all, must lie between v: and v2, so that if they are equal the value 
is uniquely determined. Yet each overlooks a vital difference between 
the minorant-majorant games and the normalized game. In talking 
about the latter, we must assume that neither player is certain before- 
hand that he will be found out. After all, if B, for example, knew 
with certainty that he would be found out, it would not be “as if” 
A and B were playing the majorant game; they would be playing 
the majorant game. 

Recognizing this, our whole previous discussion points to the pos- 
sibility that B, even though reasonable and informed, might be “found” 
playing some nonminimax strategy. The potential reward to A of “find- 
ing out” B is thus not limited to v2 (minimax). With foreknowledge 
in the normalized game, A might be able to achieve the very highest 
outcome in the matrix. 

In other words, if A had a crystal ball that foretold B’s strategies, 
a normalized game would not become “exactly the same as” a majorant 
game; it would be better. Even without the crystal ball, A might well 
prefer to play the normalized version of a game (which might offer 
the chance, if not the certainty, of higher payoff) to the majorant 
game: which is to say that v2 is not a meaningful upper bound to the 
“value” of the normalized game for A. 

Similarly, the possibility that B may find out A implies that the final 
outcome may range anywhere from maximin down to “minimin,” the 
lowest element in the matrix. Under these circumstances, B might be 
willing to pay more than —v: to play the game. In terms of the payoff 
function in Figure 1, the “value” to either player of the minorant or 
majorant game corresponding to the matrix is 0. Yet either might be 
willing to pay, say, 1 for the privilege of playing the normalized game, 
which offers a chance of winning 10; and one of them might end up 
with an outcome of 10, rather than 0. Thus the value of the normalized 
game, either in the sense of actual outcome or of reasonable “worth” 
to the player, is not necessarily bounded by v:-v2. 

This conclusion is crippling to the von Neumann-Morgenstern argu- 
ment. If vi and v2 separately have little relevance to the normalized 
game, they are no more relevant when they happen to be equal. This 
removes most of the interest from the question, regarded by von 
Neumann and Morgenstern as the central problem of the two-person 
zero-sum game, as to the general conditions for the existence of a 
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saddlepoint. Von Neumann’s early solution to this problem does noth- 
ing to increase the significance of the saddlepoint.”' 

It is true that the existence of a saddlepoint is not entirely without 
interest, given certain hypothetical conditions: 

1. If a player actualy did expect with certaintly that his opponent 
would “find him out,” then he could do no better (in games with a 
saddlepoint) than to use his maximin strategy; in effect he would be 
playing a minorant game. But it would seem distinctly paranoid to feel 
certain that one would be found out on a single play (and von Neu- 
mann and Morgenstern insist again and again that their analysis 
is developed entirely with reference to a single play).” 

2. Although von Neumann and Morgenstern never consider aspects 
of a dynamic sequence of plays of two-person games, it might be ar- 
gued that in such a sequence a saddlepoint would represent an equilib- 
rium position, if both players had particular expectations. Specifically, 
if each player expected with certainty that his opponent would go on 
playing his minimax strategy, he himself would have no incentive to 
depart from his own minimax strategy. Aside from the fact that this 
seems definitely to involve a belief in the opponent’s “rationality” such 
an argument, to earn a hearing, should be accompanied by assurances 
as to stability. If one player, for whatever reason, were in one play 
to depart from his minimax strategy, this in itself would tend to destroy 
the expectations which gave the saddlepoint the nature of an equilib- 
rium. Henceforth both players would have incentives to use non- 
minimax strategies. Thus, let one small “shock” displace the outcome 
from the saddlepoint and it would show no tendency to return. Even 
as a dynamic equilibrium the saddlepoint would have no obvious 
interest, for it would be unstable. 

Moreover, any appeal to dynamic considerations opens the door to 
new reasons for the employment of nonminimax strategies, strategies 
of a type the authors necessarily failed to consider: e.g., strategies 
chosen to confuse the opponent as to one’s own intentions, rationality 
or knowledge of the payoff matrix. Creating doubts by deliberately 

™ He proves that if “mixed” strategies (probability combinations of the “pure” strategies 
we have considered) are regarded as included in the payoff function, every game will have 
a saddlepoint. But the saddlepoint is certainly no more significant when it corresponds to 
a pair of mixed strategies than when the game is “specially strictly determined,” as is the 
example we have discussed. 

=“We have always insisted that our theory is a static one, and that we analyze the 
course of one play and not that of a sequence of successive plays” (p. 146); “We have 
repeatedly professed that our considerations must be applicable to one isolated play and 
also that they are strictly statical” (p. 189n). This paper has considered the theory on the 
authors’ own terms, as applying to a single play. Besides providing a foundation for a 


dynamic theory, the case is far from trivial. There are many important real situations in 
which only one play of a game is possible. 
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erratic or “foolish” choices, one could tempt the opponent to pursue 
(for sound, profit-seeking motives) into the regions where big killings 
were possible. There would also be strategies designed to “find out” 
the opponent’s future intentions or pattern of play. The fact is that 
there is not, in any real sense, a dynamic theory of games. To debate 
whether the saddlepoint may not be a stationary solution in this non- 
existent theory seems premature. 

3. A saddlepoint represents an outcome v such that by acting ap- 
propriately A can be sure of receiving at least v no matter what B 
does, and B can keep A from receiving more than v no matter what A 
does. This fact is frequently cited as the basis for calling the saddle- 
point the “value” of the normalized game. Yet to imply either that 
the saddlepoint will be achieved or that it represents the “worth” of 
the game to the players is to specify a very particular sort of player. 
Both must be “cautious pessimists,” exclusively concerned with best 
guaranteed income. 

Perhaps the bulk of recent work on the theory of the two-person 
zero-sum game has been concerned with the numerical computation 
of von Neumann’s saddlepoint “solution.” The question raised by our 
discussion is: Just what problem does this “solution” solve? We can 
make at least a partial answer as to what it does mot solve. If no as- 
sumptions are made about the psychology of the players other than 
that they are reasonable and informed, then the saddlepoint represents 
neither an outcome that will necessarily be achieved nor the maximum 
amount that a player might reasonably offer to play the game. It fits 
neither of the two senses in which an outcome might usefully be de- 
fined as the “value” of a game. 

In particular, we must reject the authors‘ statement: “Nor are our 
results for one player based upon any belief in the rational conduct 
of the other—a point the importance of which we have repeatedly 
stressed.”** In nearly all games, if the possibility is considered that the 
opponent will not be “rational” in the von Neumann-Morgenstern 
sense, there will be nonminimax strategies which offer the chance of 
doing better than one could possibly do by choosing the minimax 
strategy. Surely there are many players, rational under certainty, who 
would regard these “bad” strategies as “superior,” given this pos- 
sibility. 

At one point in their book, briefly, von Neumann and Morgenstern 
concede this aspect of their theory in a highly significant (and little 
noticed) sentence: 


While our good strategies are perfect from the defensive point of view, 
*P. 160. 
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they will (in general) not get the maximum out of the opponent’s (pos- 
sible) mistakes—i.e., they are not calculated for the offensive.** 


This statement is decisive in establishing the character and the 
limitations of the theory. Swiftly leaving behind the admission so 
casually introduced, the authors hasten to point out: “It should be 
remembered, however, that . . . a theory of the offensive, in this sense, 
is not possible without essentially new ideas.”** This may be no recom- 
mendation of the old ideas. Is it not likely that what they term a 
“theory of the offensive” is precisely what would appeal to many as a 
theory of rationality? More broadly, should there not be within a 
proper theory of rational behavior room for both offensive and defen- 
sive points of view? When did “rational” become synonymous with 
“defensive”? 

Consider any matrix in which each row contains at least one nega- 
tive element: i.e., a game in which each one of A’s strategies offers him 
a chance of some loss. The matrix in Figure 1 would be an example if 
its middle row were deleted (it would then look like the payoff func- 
tion for matching dimes). Suppose that A were offered a new strategy 
which gave him the certainty of standing pat, neither winning nor 
losing. This would amount to adding a row of zeros to the matrix 
(as in Figure 1). To make the new strategy concrete, we might let 
the row of zeros correspond to the option of passing up particular 
plays of the game without penalty. If he were a disciple of von 
Neumann and Morgenstern, A’s problem of choice would be solved. 
He would never play. No matter how slight the possible losses or 
how rich the potential gains with his other strategies, A would clutch 
at the row of zeros. 

One might well ask: Why bother to play the game at all, if one 
prefers the certainty of zero to the chance of winning or losing? This 
question once was put to a prominent game theorist; his unconsidered 
reply, presumably intended as no more than a partial answer, was that 
in many situations one must play a game, even against one’s wishes. 

The vital orientation of game theory is implicit in that remark. If 
we should suppose—as no game theorist has in fact proposed—that 
the game models under consideration all represent uncertainty situa- 
tions in which an individual is forced, reluctantly, to make decisions, 
the rationale for the minimax principle becomes immediately far more 
convincing. The behavior of their “rational” player may well be de- 
scribed as that of a man whose sole concern is to come out with as 
little loss as possible. The minimax strategy, to him, is the least 

*P. 164. In other words, if B should use a nonminimax strategy, A generally could not 
enforce the maximum element in that column by choosing his own maximin strategy. 

*P. 164. 
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ominous choice in a game he would rather not play. His is not the 
attitude, to be sure, of one playing a game for entertainment or profit. 
It is, in fact, the psychology of a timid man pressed into a duel. 

This is not to deny that cautious pessimists do exist or that a de- 
fensive policy is often desirable. A theory of reluctant duelists is not a 
small achievement. But it could not be reliable in predicting behavior 
in situations corresponding to the zero-sum two-person game; nor is 
it plausible that players should be advised to conform to it against their 
inclinations. It is certainly not a theory of games. It is not a theory 
of rational behavior under game-uncertainty; that theory lies in the 
future. If it comes, I believe it will show an immense debt to the 
insights and theoretical framework provided by von Neumann and 
Morgenstern. But it will not come the faster for a misbelief that its 
place was filled a dozen years ago. 


MALTHUS ON MONEY WAGES AND WELFARE 


By D. Grampp* 


In the exchange between the classical economists over the Corn 
Laws, the most interesting contention was that the working class is 
better off when the price of necessities is high than when it is low. It 
came from Malthus and led him to support the tariff on grain. The 
idea is worth examining because it helps to understand a historical 
period and some current issues as well, and the occasion is appropriate 
because of the continuing interest in all aspects of Malthus’ work." 

The reasoning is fairly simple. Suppose, as Malthus does, that the 
worker is an agricultural laborer who is paid in corn and that he re- 
ceives the same quantity when the price is high as when it is low. He 
consumes some of the corn and exchanges the rest for other goods. 
As the price of corn rises and the prices of other goods (some of them 
substitutes for corn) do not rise as much, the worker can do two things: 
(a) He can consume the same quantity of corn as when its price was 
low and exchange the rest for a larger quantity of other goods. (b) He 
can reduce his consumption of corn, because it has become relatively 
expensive, and consume a larger quantity of other goods, because they 
have become relatively cheap. His welfare again will have increased, 
because he will have a quantity of corn plus other goods which together 
yield him as much satisfaction as corn alone yielded when its price was 
low, and in addition he will have a larger amount of other goods than 
he had when corn was cheap. 

Conversely, as the price of corn falls and brings his money wages 
down with it (i.e., the money value of a constant quantity of corn), 
while the prices of other goods do not fall or fall less, there is a decline 

* The author is associate professor of economics at the University of Illinois in Chicago. 
He wishes to thank T. W. Hutchison of the London School of Economics and Eugene 
Rotwein of the University of Wisconsin for their very careful reading of this paper and 
for the assistance which they provided on Part II. Both pointed to implications which had 
not been seen in the idea and showed how they could be represented on indifference 


curves. The author expresses great indebtedness to them, and adds that neither however 
is responsible for any misuse to which their comments may have been put. 

*E.g., D. V. Glass, ed., Introduction to Malthus (London, 1953); Kenneth Smith, The 
Malthusian Controversy (London, 1951); G. F. McCleary, The Malthusian Population 
Theory (London, 1953); Ronald L. Meek, ed., Marx and Engels on Malthus (London, 
1953), and a brilliant article by Gertrude Himmelfarb on “Malthus” in Encounter, Aug. 1955, 
pp. 53-60. 
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in the quantity of other goods which a given quantity of corn will buy. 
His welfare will decrease if: (a) his consumption of corn is constant 
and the consumption of other goods declines or (b) if his consumption 
of corn increases and his consumption of other goods declines still more. 

The wage earner then is better off when corn becomes expensive and 
worse off when its price falls. What makes him so is the assumption (a) 
that his money wage varies with the price of corn, and the further 
assumption (b) that the prices of substitutes do not vary with the price 
of corn. If the assumptions are granted, the conclusion follows; and 
one cannot look to his logic to find a fallacy in Malthus’ theory. The 
objection, as I shall describe later, is in the realism of the first assump- 
tion. However, the theory still is illuminating. 


I. The Welfare Results of Wage Fixing 


His conclusion follows from defining money wages as equal to a 
constant quantity of a single commodity. It suggests two other ways of 
defining them. (1) By the Malthus definition, money wages are regu- 
lated by the price of corn. (2) They can be regulated by the price of 
corn and a substitute (or substitutes), which will make them equal to 
a constant quantity of two (or more) commodities. (3) They can be 
regulated by an ideal standard of welfare which will keep the worker 
always in the same welfare position. 

If money wages are regulated in the second way, the welfare of the 
worker increases when the price of corn rises more than the price of 
substitutes and when the price of corn falls more. The result is that 
which is produced by tying money wages to a price index using base- 
year weights. In a rising corn market, his money wage is increased by 
an amount which enables him to buy the same quantity of corn and of 
the substitute as he bought before. He in fact will not buy the same 
quantities, but more of the substitute and less corn; and the gain in 
satisfaction from the former will exceed the loss from the latter. (The 
gain in welfare is not as great as it is when money wages are regulated 
by a single commodity.) In a falling market his money wage is de- 
creased, the consumption of corn increases relative to the consumption 
of the substitute, and again there is a net gain. In a falling market, the 
result is the opposite of that which follows from regulating money 
wages by a single commodity, for by that method welfare declines. 

The third result follows from adjusting money wages in order to 
hold welfare constant. It is the result which would be achieved if a 
perfect index number could be devised, one which measures the cost 
of a given amount of welfare (produced by varying rather than con- 
stant quantities of goods). In a rising market money wages would be 
increased by an amount enabling the worker to buy an additional 
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quantity of the substitute which would just compensate for the decrease 
in his consumption of corn. In a falling market, his money wage would 
be decreased in order that his consumption of the substitute would be 
reduced sufficiently to compensate for the increased consumption of 
corn, leaving him in the same welfare position as before. 

The three results can be shown on indifference curves. In both dia- 
grams, the ordinate measures the amount of the commodity in which 
money wages are fixed and which I shall call corn. The abscissa meas- 
ures the amount of the commodity, X, which is substituted for corn. 

1. The Malthusian result. In Figure 1, let OA be the quantity of 
corn and OB the quantity of the substitute X which is purchasable by 


Ficure 1 


a given money wage. The price-ratio line is AB and is tangent to in- 
difference curve, /:, at Q which indicates the amount of corn and of 
X purchased. Now let the price of corn rise and the price of X be con- 
stant. The quantity of corn purchasable by the original money wage 
falls to OC while the amount of X purchasable is constant at OB. In 
order that the quantity of corn purchasable be constant at OA (which 
Malthus supposed), the money wage must be increased. The quantity 
of X purchasable then increases to OH. A new price-ratio line, AH, is 
obtained, parallel to CB, and tangent to J; at T, showing an increase 
in welfare. 

The result of a decrease in price is shown on Figure 2. AB is the 
price-ratio line appropriate to the original money wage and is tangent 
to J, at Q. As the price of corn falls while the price of X is constant, 
the quantity of corn purchasable by the original money wage rises to 


fee 
ata 
\ 
F \ 
\ 
- Q T 
\ 
| 
a 
x 
8 E G H 
a 
| 


GRAMPP: MALTHUS ON MONEY WAGES 927 


OC and the quantity of X purchasable is constant at OB. The money 
wage is decreased in order to keep the quantity purchasable of corn 
constant at OA, and the decrease reduces the quantity of X purchas- 
able to OD. The price-ratio line now is AD and is tangent to Jo at T, 
showing a decrease in welfare. 

2. The base-year weight result. Consider first the effect of an in- 
crease in the price of corn and the money wage (Figure 1). At the 
initial corn price and money wage, the quantities of corn and X are 
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indicated by Q (the point of tangency of AB and J). When the price 
of corn increases, the price of X being constant, the money wage must 
be increased so that the worker can afford to buy the same quantity 
of corn and of X as previously. The new price-ratio line then is FG 
and passes through Q. It is tangent to J: at S, and /2 represents greater 
welfare than /:, the indifference curve appropriate to the original money 
wage and corn price, but less welfare than Js, the indifference curve 
relevant to the Malthusian result. 

A decrease in the price of corn also produces an increase in welfare. 
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In Figure 2, the quantities of corn and of X consumed at the initial 
corn price and money wage are indicated by Q (the point of tangency 
of AB and /,). After the price of corn falls, the money wage is de- 
creased, and the price-ratio line FE is obtained which passes through 
O and is tangent to J, at S, representing greater welfare than that 
yielded by the initial money wage and still greater than that produced 
by the Malthusian result. 

3. The constant welfare result. It is produced by adjusting the 
money wage so that a price-ratio line is obtained which is tangent to 
the initial indifference curve. In Figure 1, depicting a rising market, 
the required price-ratio line is DE and is tangent to J; at R. The re- 
quired money wage measured in corn is OD and in X is OE. In a fall- 
ing market (Figure 2) the required price-ratio line is GH and is 
tangent to J, at R. The required money wage is OG units of corn or 
OH units of X. 


Il. What the Results Signify 


Malthus’ wage theory is more helpful in explaining a policy issue of 
the nineteenth century than any of the twentieth. However, it has an 
implication which is relevant to two current practices. The point is 
best explained by experts in welfare economics. I mention it in order 
to indicate that the theory is not entirely of historical interest and hav- 
ing done so shall return to a consideration of its place in the nine- 
teenth century. It is common to compute real income by dividing money 
income by the index of consumer prices. The index uses base-year 
weights and if it changes in the same proportion as money income, real 
income is constant. Yet it was shown above that in these circumstances 
welfare is not constant. If the money income of an individual increases 
as much as the index of prices of the things he buys and if not all 
prices change in the same proportion, he will substitute, in so far as 
he can, for the commodities which have risen more those which have 
risen less in price, and his new money income will buy him more 
satisfaction than the old. Likewise, when his money income falls as 
much as the index he will substitute for those commodities which have 
fallen less those which have fallen more, and again his welfare will 
increase. The point is relevant to the measurement of real income and 
consumption and to the position of workers whose money wages are 
tied to the cost of living. It seems to me that, in inflation or deflation, 
such workers improve their welfare. Had the allowance system, by 
which wages were regulated in Malthus’ day, been based on some- 
thing like the consumer price index of the Bureau of Labor Statistics, 
he could not logically have opposed the repeal of the Corn Laws. 

He did so because like many others he believed repeal would injure 
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the laboring classes. There were other reasons for the opposition to free 
trade, a very important one being the obvious damage it would do to 
the economic and political interests of the agricultural classes. But the 
argument which was repeated over and again and which enlisted what- 
ever popular support protection had was the argument that the manu- 
facturers wanted free trade so that they could lower money wages. 
Once the radical section of the working class was persuaded, it aban- 
doned its support of free trade and often was in open alliance with the 
Tories. Cobden and the Anti-Corn Law League had less difficulty in 
breaking down the opposition of the agricultural interest than in per- 
suading the workers that lower bread prices would not injure them. 
Whether or not the free traders actually wanted to lower money wages 
(and I do not think they did) is unimportant beside the fact that 
everyone thought they did. 

A reader who today goes through the controversy over the Corn 
Laws is at first puzzled. He wonders why the free traders didn’t make 
the obvious reply: that real wages would not fall if money wages fell 
only as much as the price of bread and other commodities. He then 
begins to wonder if behind the assertion of the protectionists—which 
today seems odd, to say the least— there might be some kind of reason- 
ing to support it. There indeed was, and Malthus supplied it. It was a 
deduction from an idea in classical economics and had much support 
among public figures. It was that in the long run the “corn wages” of 
labor must be constant. If corn wages were to fall, the population 
eventually would decline, the supply of labor and the demand for corn 
would decrease, raising money wages and lowering corn prices, until 
the ratio of the two was adequate to support an “optimal” population. 

In one or another form the idea appears in Smith, Ricardo, and the 
writings of many others. Malthus himself expressed it ambiguously. 
In the Essay on Population, he wrote that there is a tendency for corn 
wages to be constant because the population must adjust itself “to the 
state of the real funds for the maintenance of labor.”* In his review 
of Tooke’s Thoughts and Details on the High and Low Prices of the 
Last Thirty Years (1823), he wrote: 


Now, though it is well known that a year of scarcity or even two vears, 
may pass over without a rise in the price of labour, yet when the rise of 
provisions is very considerable in itself, and extends over a considerable 
period, a rise in the money price of labour must follow, or the popula- 
tion will be quite unable to support itself, and the price of corn must 
fall again from the destruction of consumers.* 


? An Essay on the Principle of Population, etc., 6th ed. [1826] (London, 1890), p. 340. 


* Art. VIII, Quart. Rev., Apr. 1823, XXIX, 233, reprinted in T. R. Malthus, Five Papers 
on Political Economy, ed. Cyril Renwick (Sydney, 1953), pp. 41-67. 
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When the first two volumes of his History of Prices were published 
in 1838, Tooke denied the contention entirely and said there was no 
evidence at all that “high prices of agricultural produce tend .. . to 
extended employment and higher wages to the working population.’””* 
Tooke seems to have been right in his facts and Malthus wrong. If one 
compares money wages and wheat prices between 1790 and 1815, one 
finds they were not correlated at all, and the “index” of corn wages 
varies between 50 and 124, for most of the period being below 100.° 
Malthus himself was elusive about the amount of time required to bring 
wages and prices into a constant ratio, but nowhere in his writing on 
the Corn Laws placed it at more than 25 years.’ 

In the usage of the economists, the word corn usually meant neces- 
sities, occasionally meant grain, and sometimes bread. Malthus used it 
to mean bread. However, even if it were taken to mean all necessities, 
his assumption of constant corn wages was mistaken. Between 1790 
and 1815, the cost of living and money wages did not move together. 

That the facts controverted the wage theory in no way lessened its 
power. Most economists, the public, and its leaders were as wrong in 
their facts as Malthus was. They believed money wages were regulated 
by the price of corn, with a conviction usually reserved for articles of 
faith. One senses the strength of the belief from the way it was 
asserted and also from the helplessness of the free traders when they 
tried to disprove it.” 

A few writers, like Tooke, presented the facts. But not even he, “the 
schoolmaster of the House of Commons,” could disturb the belief. 

‘Thomas Tooke, A History of Prices, and of the State of the Circulation, from 1793 to 
1837, etc. (London, 1838), IT, 256. 


*I have computed such an “index” from the money wage series of Rufus S. Tucker, 
“Real Wages of Artisans in London, 1729-1835,” Jour. Am. Stat. Assoc., Mar. 1936, XXXI, 
78-79; and from the wheat prices reported by W. W. Rostow, “Business Cycles, Harvests, 
and Politics: 1790-1850,” Jour. Econ. Hist., Nov. 1941, I, 2, 220-21. 

How firmly it was believed that money wages were determined by the price of corn is 
explained very well by Mark Blaug in “The Empirical Content of Ricardian Economics,” 
Jour. Pol. Econ., Feb. 1956, LXIV, 42-43. He is mistaken in thinking “this belief was 
broadly consonant with experience,” but the mistake is small indeed beside the excellence 
of his article. 


* The error places Malthus in an odd relation to his contemporaries, most of whom were 
stronger at deduction than in the realism of their premises or the predictions made from 
them, while Malthus was known from the start “for talking of what actually exists in nature 
or may be put to practical use,” as his friend, Otter, said. In the review of Tooke’s work, 
which was unsigned according to custom, Malthus wrote of “Mr. Malthus . . . [and] 
. .. his usual and laudable habits of attending to facts and experience” (p. 221). 

"Here for example is Cobden to a London crowd: “Oh, you have been most grossly 
bamboozled—most grossly deceived and gulled! most effectually practised on by the monop- 
olists in London about the factory system! .... You have been told that the people engaged 
in this agitation are a mere set of factory owners and mill owners who want, for their own 
purposes to pull down wages.” Henry Ashworth, Recollections of Richard Cobden, M.P., 
and the Anti-Corn-Law League (London, 1876), p. 223. 
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When the Corn Laws were repealed in 1846, it was for other reasons: 
the potato famine in Ireland, the disaffection of a part of the agri- 
cultural classes, the mounting political power of the Anti-Corn Law 
League, and a historical trend toward free trade. It is true that Peel 
in carrying the abolition of the laws said that he had come to his posi- 
tion after having been convinced at last that cheap bread would not 
reduce money wages. The Duke of Wellington had another explana- 
tion: “Damned rotten potatoes put Peel in his fright.” 

There was indeed some small justification in fact for believing that 
money wages were affected hy the price of corn. And along with the 
authority of received economic opinion it is some mitigation for the 
error of Malthus. It was the practice of supplementing the wages of 
agricultural laborers by family allowances determined by the price of 
corn. It was a part of the system of poor relief which began in the 
eighteenth century in Speenhamland and continued into the nineteenth 
century until after the Corn Laws were repealed. The Speenhamland 
or allowance system did in fact fix the money wages of a large number 
of workers in a way which made their corn wages constant. It is not 
unlikely that in predominantly agricultural areas the wages of all 
workers were affected. Such was Malthus’ contention.* The system was 
practiced for so long that it became a part of the public’s consciousness 
(and conscience as well) and was brought to its attention in an arrest- 
ing way in 1834 when Parliament declared the system must be ended. 
Actually, the New Poor Law of 1834 failed to end it, and wage supple- 
ments continued to be paid. 


III. The History of the Idea 


The wage theory has a rather jumbled history, because Malthus 
explained it poorly and his contemporaries never considered it in its 
entirety. The first statement of it of which I know is in Observations 
on the Effects of the Corn Laws, etc., a pamphlet he published in 1814. 
It may have been on his mind before. Francis Horner, one of the 
founders of the Edinburgh Review and its authority on economics, 
wrote to Lord Seymour Webb in 1807 about Malthus: “There is a new 
speculation of his, about the importance of the people being fed dear, 
®“To Pierre Prevost, Dec. 23, 1822,” in “Six Letters from Malthus to Pierre Prevost,” 
ed. George William Zinke, Jour. Econ. Hist., Nov. 1942, II, 2, 184. It should be stated that 
Malthus believed the effect of the allowance system was to lower money and corn wages 
and that he was opposed to it, because he believed “the price of labour . . . [should be] 


. . - left to find its natural level” (subject of course to his qualification about free trade). 
Essay on Population, p. 339. 

John Rooke presented tables showing the number of quarts of wheat purchasable by 
weekly money wages between 1799 and 1832. For agricultural workers in Cumberland 
the number was remarkably stable at about 41 quarts for long periods while it was extremely 
variable for cotton weavers. Free Trade and Safe Government, etc. (London, 1835), p. 182. 
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which I wish you were here to discuss; it has the look of a paradox, 
and like most of his views, is revolting to the common belief; but I 
have not yet detected the fallacy, if there is one. I will explain it to 
you in my next letter.”* The next letter, if there was one, is not in- 
cluded in Horner’s Mlemoirs (he did however comment on the idea 
several years later). In the 1814 pamphlet the theory is described in 
a few paragraphs, which are unaltered in the second and third editions 
of the pamphlet published in 1815. The purpose of the Odservations 
was to set forth in a disinterested way the ruling considerations on the 
Corn Laws. One was their effect on the welfare of the working class, 
and the wage theory was mentioned quite briefly, almost cryptically. 
A year after the first edition he wrote The Grounds of an Opinion on 
the Policy of Restricting the Importation of Corn, which was intended 
as an appendix to the Observations and was published separately. He 
said the principal consideration was the welfare of the working class 
and he supported the laws.** But he did not explain the wage doctrine 
at all well, in fact so obscurely as to make it incomprehensible to any- 
one who had not read the Observations. In 1815 he also published 
An Inquiry into the Nature and Progress of Rent, etc. and there ex- 
pressed the doctrine more intelligibly than anywhere.** Yet when he 
again took up the defense of the Corn Laws in the last edition of the 
Essay on Population (1826), he ignored the point completely, though 
it is suggested in the final edition of his Principles written shortly 
before his death in 1834." 

It was in reply to the pamphlet on rent that Ricardo wrote An Essay 
on the Influence of a Low Price of Corn on the Profits of Stock, etc. 
He said that Malthus’ rent theory taken with his own theory of profit 
led him to oppose the Corn Laws. (He did not however ask for their 


* Memoirs and Correspondence of Francis Horner, M.P., ed. Leonard Horner (Boston, 
1853), I, 434. 

Malthus must have developed the idea after 1800, because in that year he believed a 
rise in money wages following on a higher price of corn would not improve the position 
of the workers. An Investigation of the Cause of the Present High Price of Provisions, 
etc. (London, 1800), p. 17. 

* “Tf I were convinced, that to open our ports, would be permanently to improve the 
condition of the labouring classes of society, I should consider the question as at once 
determined in favour of such a measure.” The Grounds of an Opinion, etc. (London, 1815), 
p. 23. 

uc“. the high price of corn... so far from being a disadvantage to them [the laboring 
classes], is a positive and unquestionable advantage . . . if they are able to command the 
same quantity of necessaries [e.g., corn], and receive a money price for their labour, propor- 
tioned to their advanced price, there is no doubt that, with regard to all the objects of 
convenience and comfort, which do not rise in proportion to corn (and there are many 
such consumed by the poor) their condition will be most decidedly improved.” An Inquiry, 
etc. (London, 1815), pp. 48-49. 

” Principles of Political Economy, etc., 2nd ed. (London, 1836), pp. 219-20. 
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immediate and total repeal—as the Anti-Corn Law League did later— 
nor did any other economist except Torrens, and then only after having 
supported them for 23 years). Ricardo seems to have agreed with 
Malthus about wages. He wrote that money wages “must” fall when 
the price of corn falls, and in the Principles he stated that money 
wages always buy the same quantity of necessities. Of Malthus’ wage 
doctrine, he wrote in the pamphlet: “Some of his observations on this 
subject are certainly of great weight.” But, he added, whatever workers 
lost as a result of the eventual repeal of the laws would be more than 
restored to them by the increased productivity arising from “a better 
distribution of the national capital.””’* I take this to mean that the price 
of substitutes for corn would fall more than money wages. 

Malthus’ two pamphlets were noticed in the Edinburgh Review in 
1815."* The reviewer said that Malthus had misunderstood the class- 
ical idea of constant corn wages to mean that the quantity of corn pur- 
chasable by the total money wage is constant while in fact the idea 
means that when the price of corn rises the money wage will rise in 
smaller proportion and only enough to enable the worker to buy the 
same amount of corn he previously bought. The point is not well made. 
It means that the money wage of the worker will change so that he al- 
ways can buy the same quantity of all commodities. It was shown 
above, in the second result to which the Malthus theory leads, that in 
such circumstances the welfare of the worker is improved in a rising 
market. It also is improved in a falling market, and hence lower corn 
prices would not reduce welfare—a point which the reviewer did not 
make, however. He also stated that whatever is meant by the idea of 
constant corn wages, the fact is that they are not constant because 
money wages are not influenced by the price of corn. He was on solid 
ground here. 

In the same month in which the review appeared, Horner wrote to 
Malthus thanking him for copies of the pamphlets and regretting his 
support of protection. He noticed the wage doctrine again and now 
thought he had found a fallacy. He agreed that lower corn prices 
would mean lower money wages, but stated that the prices of other 
commodities also would fall, presumably in the same proportion, leav- 
ing wages constant in either corn or any other commodity. The result, 
he properly said, would be to leave the worker in the same position he 


% An Essay on the ... Profits of Stock, etc. (London, 1815), p. 40. The pamphlet is 
in volume IV, pp. 9-41, of the Sraffa edition of Ricardo’s works. 

“ Art. XIII, Edinburgh Rev., Feb. 1815, No. 48, 491-505. The review may have been 
written by David Buchanan, a Scottish journalist and editor of the first complete edition 
of Smith’s works, according to F. W. Fetter, “The Authorship of Economic Articles in the 
Edinburgh Review, 1802-47,” Jour. Pol. Econ., June 1953, LXI, 248, 237. 
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was in when all prices and money wages were higher.’* However, what 
Horner contested was not Malthus’ logic but his facts, and the fallacy 
he detected was not in Malthus’ reasoning. Horner altered the premise 
in order to arrive at a constant welfare wage (which, it was shown 
above, is the third result to which Malthus’ doctrine leads). 

In 1816 Torrens wrote An Essay on the External Corn Trade in 
which he tried to confront Malthus directly. He said that an increase 
in the price of corn would not be followed by an increase in money 
wages of the same percentage but by an amount just sufficient to enable 
the worker to buy the same quantity of corn he previously bought and 
the same quantity of other goods. It was the point made by the critic 
in the Edinburgh Review. Torrens again contested the issue in the 
third edition of his Essay (1826). He now accepted Malthus’ factual 
assumption, of a constant quantity of corn purchasable by the total 
money wage, but denied that money wages would yield more welfare 
in a rising than in a falling market. He said there was an absolute, 
fixed, quantity of necessities (corn) which the workers had to have in 
order to subsist and therefore they were unable to substitute other 
goods for necessities (corn) when the latter became relatively cheap. 
Actually in both editions Torrens denied the possibility of substitution, 
in the first because commodities other than necessities did not become 
relatively cheap and in the third because substitution was technically 
impossible. Both Torrens and Malthus believed substitutability was a 
question of fact, and it is interesting that both referred to the same 
work in support of their facts, the study of the living conditions of 
the poor made by Frederick Morton Eden.*® 

Many years later, in 1885, James Bonar wrote a careful and sym- 
pathetic book on Malthus and His Work, and for long it was the de- 
finitive work. Yet on the wage doctrine it is brief and disappointing.” 
Bonar said the doctrine was invalid, and the reasons he gave showed 
he was no closer to its logic than were the critics of Malthus’ time. 
Bonar simply denied that money wages are equal to a fixed quantity 
of corn. 

It was just this which Sir Edward West did in his pamphlet of 1826, 
Price of Corn and Wages of Labour. It says some pertinent things 
about the relation of money wages to prices (and presents a clear state- 
ment of the elasticity of demand.) However they were pertinent only 
to the factual assumption of Malthus and not to his logic. West stated 

* Horner, op. cit., II, 226. A few days before, Horner had written to J. A. Murray and 
criticized the wage doctrine more strongly than he had to Malthus himself. He also told 
Murray that Malthus’ support of the Corn Laws “staggers me.” Ibid., II, 221. 

* The State of the Poor: or an History, etc. (London, 1797). 

* James Bonar, Malthus and His Work (London, 1885), p. 226. 
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that money wages and the price of necessities were not closely cor- 
related over any period of time in which analysis is profitable. 

Horner, Ricardo, Torrens, West, and the critic in the Edinburgh 
Review are the only contemporaries of Malthus who (to my know- 
ledge) commented on his wage doctrine explicitly. The remark of 
Tooke which is quoted above (that money wages and corn prices do 
not move together) may suggest a familiarity with it or may have 
been a reply to Malthus’ review of Tooke’s ealier work. M’Culloch 
in 1824 wrote on the Corn Laws in the Edinburgh Review and declared 
that corn wages must be constant but denied that artificially high 
prices were ever justifiable. It was the nearest he came to indicating a 
familiarity with the doctrine, although in many ways he kept a sharp 
eye on Malthus whom he regarded as a great rival. He wrote on the 
Corn Laws again in 1834 and in 1841, both times proposing a moderate, 
fixed duty to compensate the landlords for their being taxed higher 
than manufacturers.’* Senior wrote on the same subject in the Quarterly 
Review in 1821 and expressly took issue with Ricardo, but nowhere 
commented on Malthus.’ Nor did William T. Thornton in 1841. He 
said that repeal would not lower money wages, but even if it did the 
working class would not suffer because its corn wages would be con- 
stant. By corn wages he could have meant what Malthus did, in which 
event he was wrong, or what Torrens meant in the first edition of his 
Essay and again he would have been wrong though for a different 
reason. He seems to have meant the latter, for he stated that when there 
was a scarcity of corn it was the consumption of the middle and 
wealthy classes alone which fell.”° 

After Malthus’ death, the wage doctrine was almost entirely neg- 
lected. The interesting exception was Marx. In 1848 (when one would 
have thought him taken up with more important matters) he sought 
a place among the speakers at an international conference of free 
traders in Brussels. He was refused, and he then read his prepared 
address to the Democratic Club of Brussels, a workingmen’s organi- 
zation. 


And do not believe, gentlemen [he said], that it is a matter of indiffer- 


* Art. III, Edinburgh Rev., Oct. 1824, No. 81, 55-78; Art. I, Edinburgh Rev., Jan. 1834, 
No. 118, 271-307; Statements Illustrative of the Policy and Probable Consequences of the 
Proposed Repeal of the Existing Corn Laws, etc., 6th ed. (London, 1841). The Edinburgh 
Review articles are attributed to M’Culloch by Fetter. 

* Art. IX, Quart. Rev., July 1821, XXV, 466-504. 

* The Consequences of the Repeal of the Corn Laws (London, 1841), pp. 15, 26. That 
the scarcity of corn should be borne by the middle and wealthy classes and not by the 
workingman is a blessing, he said, and “it is . . . remarkable that it should not have been 
pointed out by some Christian writer, as one of the most striking among the merciful 
dispensations of Providence.” One wonders how his friend Mill responded to this. 
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ence to the workingman whether he receives only four francs on account 
of corn being cheaper, when he had been receiving five francs before. 
. . . So long as the price of corn was higher and wages also were higher, 
a small saving in the consumption of bread sufficed to procure him other 
enjoyments. But as soon as bread is cheap, and wages are therefore low, 
he can save almost nothing on bread, for the purchase of other articles.** 


The similarity is so close that one cannot but think the idea was sug- 
gested to Marx by his reading of Malthus, a reading which is known 
to have been a close one.” 

The way Marx expressed the idea is even less impressive than the 
way Malthus did. In none of his works did Malthus explain it com- 
pletely, let alone clearly, and it must be pieced together from remarks 
in all of them. Moreover, he used the word corn to mean grain and 
also to mean all necessities; he used necessities to mean luxuries as 
well as necessities, and comforts and conveniences each to mean both 
necessities and luxuries. His book on methodology is no help except 
for the unintentionally mocking title, Definitions in Political Economy, 
Preceded by an Inquiry into the Rules which Ought to Guide Political 
Economists in the Definition and Use of their Terms; with Remarks 
on the Deviation from these Rules in their Writings. In the first chap- 
ter he lays down four rules of definition. His use of the simple word 
corn breaks all of them. 

Another reason for the neglect of the wage theory is its having been 
developed in the last part of his life, many years after the Essay on 
Population first appeared and when he had lost his taste for con- 
troversy. There were new editions of the Essay when he was writing 
on economics, and he may have reserved his failing powers of battle 
to defend his famous population theory. Bonar says that when Malthus 
engaged the economists his forces were not in order. Had they been, 
he might have undertaken to read lessons to Ricardo as he had done to 
Godwin and to defend his doctrine of wages against Torrens, West, 
and others. 

* Free Trade, trans. Florence Kelley Wishnewetzky (Boston, 1888), p. 31. But Engels’ 
view was altogether different. He said the repeal of the Corn Laws would increase English 
exports, the demand for labor, and improve the welfare of the working class—all in the 
short run. In the long run the population wi!l increase, and real wages will fall: “All this 


the proletarians understand very well.” The Condition of the Working Class in England 
in 1844 (London, 1892), p. 280. 


* Marx accused Malthus of “shameless and mechanical plagiarism.” 
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METAMORPHOSES OF THE SOVIET TEXTBOOK 
ON ECONOMICS 


A Review Article 


By Tueo SurAnyI-UNGER* 


Soon after the second world war, the spectacular growth of the Soviet 
orbit and the concomitant burden of political responsibility fostered a 
tendency toward rigorous standardization in Soviet economic thinking and 
teaching. Planning for an authoritative general textbook on socialistic eco- 
nomics was, however, actually first mentioned several years before the war. 
In 1941, Stalin gave directives for such a book, mostly pertaining to its chap- 
ters on fundamental theory. In November 1951, a conference was organized 
in Moscow by the Central Committee of the Communist Party on an out- 
line for the book and its general framework of principles. Among the hun- 
dreds of participating economists, K. V. Ostrovityanov, L. A. Leont’ev, D. T. 
Shepilov and L. M. Gatovskiy, seem to have played prominent roles. The 
resolutions were submitted to the Politbureau; on February 1, 1952, Stalin 
himself sent his “Comments” to all participants of the conference; and on 
April 21, May 22, and September 28, 1952, he answered questions which 
some of them (A. I. Notkin, L. D. Yaroshenko, A. W. Sanina and V. G. 
Vensher) raised concerning his comments. These answers were published on 
October 2, 1952, three days before the 19th Congress of the Party (October 
5-15), in the periodical Bolshevik under the title “Economic Problems of 
Socialism in the USSR.” On October 3, an editorial in Pravda heralded the 
answers of Stalin as “the highest stage in the development of Marxist-Leninist 
economics.” Their publication was announced as “the most significant event 
in the intellectual life of the Party and the Soviet people,” and they were 
praised for their “truly historical importance.” Stalin’s paper was published 
in several million copies, and it determined the general atmosphere of the 
19th Congress. For the paper discussed not only the strictly economic doc- 
trines which had to be covered in the textbook, but also more general ideo- 
logical and political problems. 

After such an impressive initiation and two more years of painstakingly 
meticulous work, the book was published in 1954 under the title Political 
Economy; Textbook.’ Six million copies of its original Russian version were 


* The author is professor of economics at Syracuse University. 

1This review is based on the German version: Akademie der Wissenschaften der 
UdSSR, Institut fiir Okonomie, Politische Okonomie; Lehrbuch, 1st ed. (1-300 thousand) 
(Berlin: Dietz Verlag, 1955. Pp. 729.) All page numbers, if not otherwise specified, refer 
to this version. Later in 1955, unchanged 2nd ed. (301-400 thousand), 3rd ed. (401-500 
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sold within “a short time.’ In addition, the book was also published “in 
the many languages of the peoples of the USSR and abroad.”* The ten 
members of the group of economists who wrote the book are enumerated in 
the Foreword. Among them were six academicians (K. V. Ostrovityanov, 
D. T. Shepilov, L. A. Leont’ev, I. D. Laptev, P. F. Yudin and A. I. Pashkov), 
one professor (I. I. Kuz’minov), two doctors of economics (L. M. Gatovskiy, 
and V. N. Starovskiy who was responsible for the statistical materials in the 
book) and one candidate in economics (V. I. Pereslegin). The final editing was 
done by Ostrovityanov, Shepilov, Leont’ev, Laptev, Kuz’minov and Gatov- 
skiy. In scholarly reputation, Ostrovityanov is outstanding. When the book 
was edited, he was director of the Institute of Economics of the Academy of 
Sciences in Moscow and chief editor of the widely read Voprosy ekonomiki 
(Economic Problems). Among his numerous publications in economics, his 
earlier textbook on political economy, prepared jointly with I. Lapidus, and 
his outline on the precapitalistic economy are of particular significance for the 
book here reviewed. Leont’ev is known for his research on Lenin (1941), 
Marx (1945) and the West-European economy (1949). Pashkov has been 
professor of political economy at the University of Moscow since 1948, 
Shepilov has been Minister of Foreign Affairs of the USSR since June 1956, 
and Starovskiy is chairman of Central Statistical Administration at the Coun- 
cil of Ministers of the USSR. However, some of the well-known leaders in the 
field of Soviet Russian economic thinking and policy making (Varga, Strumi- 
lin, Nemtsinov, Tsernomordik, Turetskiy, Udalzov, etc.) did not participate 
in the preparation of the book. 


I. Scope and Method 

Although the authors’ task was to write a Marxist textbook of political 
economy, almost half of it is devoted to a critique of the precapitalistic and 
capitalistic economic systems. This is not surprising, however, in view of the 
authors’ rather orthodox interpretation of Marxian dialectics. In these terms, 
the book displays an approximately equal emphasis on a critical refutation 
of the capitalistic thesis and on a positive analysis of the socialistic antithesis, 
including scanty hints of some sort of a future communistic synthesis. As a 
result, the entire discussion is projected into the dimension of time, stressing - 
the relations between past, present and future economic developments, and 
basically adopting the rigorous form of historical materialism which char- 
acterized the economics of Karl Marx. This is accentuated by the initial defi- 
nition of political economy as the branch of social science dealing with the 
laws of the social production and distribution of material goods at the various 


thousand) and 4th ed. (501-650 thousand) were published by the same publisher. These 
four identical editions were prepared by the Marx-Engels-Lenin-Stalin-Institut beim 
Zentralkomitee der Sozialistischen Einheitspartei Deutschlands, and they are a verbatim 
translation of the first Russian edition of 1954. 

2 Cf. Akademiya nauk SSR, Institut ekonomiki, Politicheskaya ekonomiya; uchebnik, 
vtoroe, dopolnennoe izdanie, Gosudarstvennoe izdatel’stvo politicheskoy literatury (Acad- 
emy of Sciences of the USSR, Institute of Economics, Political Economy; Textbook, 2nd 
ed., supplemented [Moscow: State Publishing Press, 1955], p. 5.) 


* Loc. cit. 


hae 
: 
~ 


SURANYI-UNGER: THE SOVIET TEXTBOOK 939 


developmental stages of human society (p. 4). In the nine-page introduction, 
a preview of the scope and method of the whole book, the fundamental 
nomenclature and concepts are defined on the basis of references to Marx, 
Engels, Lenin and Stalin. 

The chapters (pp. 19-77) discussing the precapitalistic methods of produc- 
tion hardly offer more than a trichotomous skeleton of “fundamental eco- 
nomic laws,” rigidly forced into a straightjacket of historical development 
from the oldest, “original” forms of society to the economy marked by slavery 
and eventually to the feudal patterns of production. The presentation of the 
oldest forms is somewhat utopian and strongly reminiscent of the aurea aetas 
praised by Ovid. For example, an original equality of product distribution is 
said to have prevailed (pp. 23 ff.) until its later destruction by the develop- 
ment of private property and class differentiation. The subsequent stages of 
slavery and feudalism are one-sidedly described as economic systems designed 
to exploit the slaves and dependent peasants respectively. At the same time, 
slow progress toward technologically more efficient production and rising capi- 
tal formation is acknowledged. The concurrent shifts of economic thought 
from Hamurabi and Confucius through Plato, Aristotle, the Roman jurists, 
the medieval scholasticists, the mercantilists and the first Russian revolu- 
tionary economists such as A. N. Radishchev and the Decabrists of the early 
19th century (pp. 44 ff. and 71 ff.) are briefly mentioned. 

Much more attention (pp. 81-359) is devoted to an analytical and critical 
evaluation of the capitalistic methods of production. The dichotomy of treat- 
ment resulting from a distinction between premonopolistic and monopolistic 
capitalism is artificial and is a heavy liability of this substantial part of the 
book. With regard to the premonopolistic period (pp. 81 ff.), the discussion 
is concerned with the first historical forms of capitalistic organization and 
manufacturing, the stress on machines, the origin of surplus value in the 
Marxian sense, the development of the accumulation, circulation and repro- 
duction of capital, the capitalistic interrelations of wages, profits, land rents, 
national income and economic depressions. Imperialism is taught to be the 
highest stage of monopolistic capitalism (pp. 254 ff.). A common denominator 
of this voluminous critique of the capitalistic system is the Marxian theory 
of catastrophe with all of its often-debated dicta. The application of these 
ideas is quite systematic, although adapted to the opportunistic position that 
socialism may be victorious in one country alone (pp. 294 ff.), even if the 
collapse of capitalism in the entire world may be delayed for awhile. 

The corresponding discussion of “Economic Doctrines in the Epoch of 
Capitalism” (pp. 336 ff.) has the length of a substantial periodical article. 
Even a brief survey of the names mentioned may be of some interest. The 
founders of the “classical bourgeois political economy” (W. Petty, F. Quesnay, 
A. Smith and D. Ricardo) are criticized but still acknowledged, according to 
the Marxian approach, as social scientists, while T. R. Malthus, J. B. Say, 
F. Bastiat and H. C. Carey are discarded as representatives of a superficially 
“vulgar” pattern of economic thinking. Likewise, S. Sismondi and P. J. Proud- 
hon are dismissed as “petit bourgeois,” and the historical (W. Roscher, 
B. Hildebrand, G. Schmoller), Austrian (K. Menger, F. Wieser, E. Béhm- 
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Bawerk), neoclassical (A. Marshall, J. B. Clark), socio-organic (A. Amonn, 
R. Stolzmann, O. Spann) and full-employment (J. M. Keynes, A. Hansen) 
schools are chided for their more or less “reactionary” views, their not suffi- 
ciently friendly attitudes toward the working class and for sundry theoretical 
deficiencies. Among Marxian economists, the revisionists (E. Bernstein, 
P. Struve, M. Tugan-Baranovsky), the protagonists of the Second Interna- 
tional (K. Kautsky, R. Hilferding) and the “right-wing socialists” (men- 
sheviki, adherents of Trotzki and Bucharin, L. Blum, K. Renner) are also 
rejected. Only the early Russian “revolutionary Democrats” (A. J. Herzen, 
N. G. Chernyshevskiy), K. Marx, F. Engels and their politically acceptable 
adherents (P. Lafargue, W. Liebknecht, A. Bebel, G. W. Plekhanov, D. Bla- 
goyeff), and—among the recent leaders—V. I. Lenin and J. V. Stalin are more 
or less highly praised. 

Slightly more than half of the book offers a positive and systematic analy- 
sis of the principles, procedures and institutions which serve as a basis of the 
Soviet economy. The smaller two parts of this analysis (the first and third) 
deal with the economic transition from capitalism to socialism and with the 
economic structure of the people’s democracies, while the substantially larger, 
second part is devoted to a discussion of the socialist economy in general 
and of the Soviet Union’s economic system in particular. 

With regard to the economic transition to socialism (pp. 363-430), the 
techniques and achievements of the proletarian revolution, accelerated indus- 
trialization, and the collectivization and mechanization of agriculture are 
stressed. In addition, an effort is made to explain the recent bearing of full- 
fledged socialism on the social aspects of the domestic economy as well as on 
international economic relations. 

The sequence of topics in the discussion of the socialist economy of the 
Soviet Union (pp. 431-646) is somewhat similar to the one on which the 
criticism of the capitalistic economy is based. Socialistic production and social 
ownership are evaluated with respect to their contribution to an increasing 
gratification of material wants and to a planned, proportional development 
of the economy as a whole. Labor, money, wages, social accounting, agricul- 
ture, domestic and international trade, the growth of national product and 
income, public finance, credit and the reproduction of national wealth are 
systematically appraised with regard to the economics of Soviet socialism. A 
rather optimistic chapter on the road from socialism to communism hints of 
the eventual abolition of the economic differences between urban and rural 
production and between intellectual and manual labor. The motto, “From 
everybody according to his abilities, to everybody according to his needs” has 
reference only to full-fledged communism. 

With respect to the fact that approximately three-quarters of the aggregate 
population of the Soviet orbit live in the European and Asiatic people’s de- 
mocracies, the three chapters (pp. 647-698) discussing their recent economic 
development, structure and relations with the Soviet Union are disproportion- 
ately inadequate. Justifiably, but still inadequately, more space within this 
narrow scope is devoted to the People’s Republic of China alone than to 
Poland, Eastern Germany, Czechoslovakia, Hungary, Rumania, Albania, 
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Mongolia and Northern Korea together. The emphasis is on postwar revolu- 
tionary transformation, partial collectivization and industrialization, domestic 
economic progress at large, and on trade within the Soviet orbit. 

The “final conclusions” (pp. 699-712) offer a repetitious over-all summary 
of the entire book rather than a sharper illumination or any further develop- 
ment of its fundamental findings. Essentially, these conclusions are quite 
similar to the one-to-two page particular summaries at the end of each of the 
42 chapters. As a result, summaries and conclusions occupy an unduly large 
part of the book. On the other hand, its footnoting is scanty, and it has no 
index whatsoever. 


II. Critical Evaluation 


In addition to the methodological stress on Hegelian dialectics and Marxian 
historical materialism, the book is characterized by a strongly dogmatic atti- 
tude, harshly and aggressively expressed, emotionally motivated and reflecting 
the precepts of the Party line. Its resulting doctrinalism displays a cautious 
timidity with respect to possible deviations from this line. The outcome is 
exuberant zeal and overemphasis when the line appears to be unambiguously 
definite, and hazy verbiage, evasive circumlocution or even outright contradic- 
tions* wherever the line itself lacks clarity and admits of flexible or contra- 
dictory interpretations. 

Another heritage from Marx, a predilection for the typically German accent 
on notional analysis and on a purely conceptual solution of controversial prob- 
lems is much stronger throughout the book than its few scattered reminis- 
cences of French or other Romance rational thinking or of the traditionally 
Anglo-Saxon stress on empirical criteria of practical operation. Accordingly, 
the book reveals the customary advantages as well as the inevitable disad- 
vantages of a dependence on more or less rigidly preconceived notions as 
starting points for its hypotheses, as bases of its attempts at verification and 
as axes of its conclusions. In a great majority of its chapters, the link between 
hypotheses and conclusions also tends to be rigidly predetermined, because 
its adherence to, and dependence on, the Party line unavoidably weakens the 
flexibility of any truly analytical verification. 

With regard to the fluctuations of the Party line itself, a critical evaluation 
of the book may appropriately be based on a distinction between its (1) more 
or less long-run or relatively stable and (2) obviously ephemeral or change- 
able features. While the stability of the former is likely to be rooted in the 
most essential fundamentals of the Soviet economy, the ephemeral features 
are those aspects which are liable to change with changes in the Party line. 

1. Among the possible advantages of the long-run features, the most con- 
spicuous from the Soviet standpoint is probably the large-scale standardiza- 
tion of economic thinking, teaching and over-all research directives which is 
strongly encouraged by this codex of a textbook. In the Soviet orbit, a relative 
security and an accordingly increased ‘productivity may result for those who 


*Cf., for example, the contradictory statements on equality and differences in the distri- 
bution of income (pp. 700 and 710). 
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conform to the codex. Some advantages of the concurrent unification of large- 
scale guidance in the domain of economic policy-making may also ensue. 

As to countries of the market and private-enterprise economy, their econo- 
mists and businessmen need no longer be in doubt with regard to the officially 
announced facts and trends of the Soviet economy. To be sure, any deviation 
of these facts and trends from true reality may continue to be the source of 
differences in speculative evaluation. 

The book also displays a fairly good integration of the economic with the 
relevant political, historical, ethical, legal, administrative and other social 
aspects of Soviet society as well as with some of the pertinent geographical 
conditions and technological developments. Of course, in this Political 
Economy political considerations definitely prevail. To add only one more 
item to this group of assets, the authors have mostly done a satisfactory work 
of meticuously scholastic exegesis in interpreting and applying, along the 
prevailing Party line, fundamental principles of the Soviet economy. 

Among the corresponding disadvantages are a one-sided uniformity in the 
point of view and, in the evaluation of facts, a lack of balanced treatment 
possibly resulting from reliance upon different individual opinions and ap- 
proaches and from the necessarily increased economic dangers of any mistakes 
in such an exclusively monopolistic and exceptionally powerful codex. The 
endeavor to reach not only university students but also large masses of the 
population on lower intellectual levels required a considerable simplification 
of the codex. This precluded the use of up-to-date advanced tools of quantita- 
tive and qualitative economic exposition. Even statistical data are mostly 
aimed at easy illustration rather than analytical support or verification. Many 
quotations from and references to Marx, Engels and Lenin, as well as frequent 
and clumsily biased dependence on somewhat old statistical figures, tend to 
give the work a lavender scent of obsoleteness. Emotional motivation is not at 
all concealed, and it overshadows any attempts at “scholarly objectivity.” 

2. The ephemeral features concerned can best be appraised on the basis 
of a tripartite grouping: 

A. With regard to East-West economic relations, the book reflects the 
aggressive Soviet attitude typical of the declining Stalin era and the first half 
of the New Course under Malenkov. Frequent superlatives glorifying Soviet 
economic achievements and growth, exaggerated castigation of methods and 
institutions of the capitalistic economy, and wishful prediction of an early 
world-wide victory of the socialistic economy abound. No wonder that, e.g., 
present East-West trade is given little attention. 

B. While continued growth of heavy industries is retained as a theme song 
of the Soviet economy, the temporary emphasis of the New Course on the 
progress of light industries, agriculture and consumer standards is definitely 
discernible. 

C. The economic ideology of the entire book is consistently based on the 
personal triangle of Marx, Lenin and Stalin. While Marx is exalted as the 
creator of truly socialistic economics and the name of Engels is frequently 
associated with his fundamental doctrines, their most essential further devel- 
opment is attributed to Lenin (pp. 353 ff., passim). Stalin is hailed for having 
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given this thought a more concrete form, for having generalized the gist of 
modern economic experience, and for having thus elaborated new guiding prin- 
ciples for scientific thinking in up-to-date economics (pp. 358 f., passim). 
The book contains more than a score of references to, and quotations from, 
his publications. Their core is mostly an aggressively rigid or radically ex- 
tremist formulation of current Soviet economic theories. Implicitly, the recur- 
rent stress on rigorously defined “fundamental laws” of various economic 
systems and of particular stages as well as branches of production is also due 
to his personal influence. As compared with Stalin, it is conspicuous how rare 
the references to G. M. Malenkov (pp. 468, 498), N. S. Krushchev (p. 643), 
W. M. Molotov (pp. 318, 449), Mao Tse-tung (pp. 669, 678) and other con- 
temporary leaders of economic policy-making are. Contemporary scholars in 
the field of Soviet economic theory are not mentioned at all. 


III. Probable Future Changes 


It is to be expected that the more or less stable features of the book will 
substantially contribute toward a long-run unification of economic thinking 
throughout the Soviet orbit. Prevailing types of research and patterns of 
teaching will be correspondingly standardized. 

However, there will be more interest in the revisions to be expected, in the 
dynamic course of Soviet economic growth, in what we have called ephemeral 
features of the textbook. Its future editions will probably be marked by such 
shifts in position as long as the Party line reveals abrupt changes. By the 
summer of 1956, two significant shifts of this kind had occurred. They were 
determined by (1) the gradual weakening of the New Course early in 1955 
and, approximately a year later, (2) the suppression of the “Stalin cult” in 
and after the 20th Party Congress. 

1. The second Russian edition of the textbook, published in September 
1955, shows changes the scope of which had been discussed by a conference 
in March and April 1955. Economists representing research institutes in 15 
important cities of the Soviet Union participated. The results of the confer- 
ence, and of debates organized by university chairs of political economy, and 
suggestions submitted by readers in response to a request in the Preface of the 
first edition were examined by a smaller group of authors (Ostrovityanov, 
Shepilov, Leont’ev, Laptev, Kuz’minov, Gatovskiy and Starovskiy) placed in 
charge of preparing the second edition.® 

This edition returned to the traditional Soviet emphasis on technological 
progress and on mechanized production, paving the way for a renewed drive 
for industrialization. At the same time, it paid increased attention to those 
objectives of the second half of the New Course which were chosen to survive 
—hence the greater stress on agricultural production, on the cost accounting 


* At the end of July 1956, no plans had been made for a German translation of the 
second Russian edition. Several months earlier, preparations for a third Russian edition had 
started. This edition will probably be translated into German. However, a Hungarian 
translation (marked as third Hungarian edition) of the second Russian edition was pub- 
lished in April 1956 (Politikai gazdasdgtan. Tankényu, 3rd ed. (Budapest: Szikra, 1956] 
pp. 738). 
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of cooperative farms (kolkhozy), and on some decentralization of collective 
economic planning at large. The previously harsh aggressiveness with regard 
to East-West economic relations was soft-pedalled in several ways. For ex- 
ample, some of the most offensive superlatives in praising Soviet economic 
accomplishments and the worst accusations against the United States and other 
Western countries for economic imperialism, exploitation of workers and 
deterioration of mass welfare were somewhat dampened. The meaning of so- 
cialistic revolution was redefined so as no longer to include direct destruction 
of the capitalistic economy. It was now admitted that not all Western trade 
unions are dominated by right-wing social democrats; that not the entire 
upper layer of skilled workers is mercenary; that not all Western economists 
defend capitalism; that some of them understand Marxian economics; that 
some of the “petit-bourgeois economists” have pointed out capitalistic abuses; 
that the proletariat has not always been the leading group in the drive for the 
liberation of colonies; and that the bourgeoisie has also contributed to drives 
of this kind. 

2. The second edition also became obsolete early in 1956, a few months 
after its publication, as a result of the de-Stalinization campaign and the criti- 
cal attacks on the textbook launched by the 20th Congress of the Communist 
Party. Not only passages explicitly or implicitly revealing the influence of 
Stalin but also other parts of the book suddenly became highly vulnerable. 

For example, A. I. Mikoyan’s adverse criticism must have had considerable 
influence in view of the important positions he had held since 1926: People’s 
Commissar and minister in charge of various important economic departments 
of the USSR government, member of the Politbureau, deputy chairman of the 
Council of Ministers, and others. According to his blunt warning to the Con- 
gress, “it would be erroneous not to admit that the chapters of the textbook 
on the present stage of capitalistic development, especially on the periodicity 
problems of its cyclical depressions, and on problems of the socialistic political 
economy require further fundamental study and revision.’”® He added that 
most of the Soviet theoreticians “occupy themselves with twisting and turn- 
ing, in various ways, the old quotations, formulas and principles.’” Similarly 
critical remarks were made by M. A. Suslov, chairman of the Foreign-Affairs 
Commission of the Supreme Soviet’s All-Union Council and member of the 
Presidential Board of the Communist Party’s Central Committee, in his 
contribution on “The Creative Application of Marxist-Leninist Theory’® and 
by other participants in the discussion. To be sure, these criticisms essentially 
gained their inspiration from the two major reports submitted to the Congress 
by N. S. Krushchev® and N. A. Bulganin.*° 

Within a few weeks after the Congress, professional economists of the Soviet 


*Cf. XX. Parteitag der Kommunistischen Partei der Sowjetunion. Rechenschaftsbericht, 
Referat iiber die Richtlinien zum 6. Fiinfjahrplan, Ausziige aus der Diskussion und Be- 
griissungen (Diisseldorf: Verlag Das Neue Wort, 1956), p. 271. 

* [bid., p. 273. 

* Ibid., p. 228. 

* Ibid., pp. 5 ff. 

* Ibid., pp. 121 fff. 
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orbit began work on a systematical criticism of the second edition. Another 
set of professional meetings was organized by academic chairs and institutes 
of political economy, and the structure of the entire textbook was again care- 
fully scrutinized. The critical discussions in these meetings make it possible to 
anticipate the kind of major changes which will most probably be made in the 
third edition. The partially severe criticism concerned is in sharp contrast to 
the unanimous eulogy of the reviews and articles published on the first edition 
in the Soviet orbit. Only few of the latter dared to warn cautiously of the 
possible dangers resulting from any exaggerated scholastic formalism™ or to 
make timid hints of modest theoretical improvements.’* Critiques published 
outside of the orbit have tended to point out only the most vulnerable aspects 
of the book.?* 

The first edition was warmly praised as recently as the middle of 1955.* 
The book was still credited with having offered the “first scientific system of 
concepts on which the political economy of socialism is based,” with having 
marked “a new stage of development of Marxist economics,” and with having 
constituted “a fact of great significance in both the economic and political 
fields.”*® A year later, under the impact of the 20th Party Congress and of 
subsequent professional conferences, it was urged that the “vulgar scholasti- 
cism,” “biased dogmatism,” “shallow over-simplification” and rigidly gen- 
eralized “fundamental laws,” even of the second edition, be replaced by a 
“truly profound and meticulous examination” of all details, a “genuinely 
scientific analysis of up-to-date facts” and an elaboration of “flexible tenden- 
cies of economic development.’’?® 


With respect to economic conditions under capitalism, the theses of con- 
tinuously declining absolute living standards of the working class, of the in- 
evitability of wars, of chronic unemployment and of increasingly heavy and 


™ Among early warnings of this kind, the last two pages of an article of G. Kozlov and 
M. Sakov on the book in Communist (Moscow, Dec. 1954, XXXI, 78-93) are quite 
remarkable. 

” F.g., Hans Jeuthe, “Produktionskosten und Selbstkosten. Ein Diskussionsbeitrag zum 
Kapitel XX XIII. des sowjetischen Lehrbuches ‘Politische Gkonomie’,” Deutsche Finanz- 
wirtschaft, Feb. 1955, IX, 90 f. and 134 ff. 

“ E.g., the following articles belong to this group: E. J. Alexandrov, “Die ‘Bibel’ der 
Sowjets,” Die Neue Gesellschaft, Mar./Apr., 1955, II, 76 ff.; Franz Rupp, “Ein ‘Lehrbuch’ 
der ‘Politischen Okonomie’,” Der Volkswirt, Sept. 1955, IX, 12 ff.; Klaus Mehnert, “Uber 
Stalins ‘Wirtschaftsprobleme des Sozialismus in der UdSSR’,’ Osteuropa, Dec, 1952, II, 
401 ff. (commenting on Stalin’s share in the preparation of the book). 

“Eg, “A marxista-leninista kézgazdasdgtan nagy vivmanya. A politikai gazdasagtan 
tankényv magyar nyelvii kiad’s4hoz” (The Great Achievement of Marxist-Leninist 
Economics. The Hungarian Edition of the Textbook on Political Economy), Kézgazdasdgi 
Szemle (Economic Review), May 1955, II, 517-33, and Tamds Nagy, “A. politikai 
gazdasagtan néhany kérdésérél. A politikai gazdasd4gtan tankényv uj magyar nyelvii 
kiaddsa alkalmabdél” (A Few Problems of Political Economy. The New Hungarian Edition 
of the Textbook on Political Economy), ibid., June 1956, III, 657-75. This is the periodical 
of the Economic Institute of the Hungarian Academy of Sciences. Nagy is head of the 
Institute and member of the Board of Editors of the periodical. No author of the first 
article is explicitly mentioned. 

% Pp. 521 f. and 533 of the first article to which footnote 14 refers. 

* T. Nagy, op. cit., pp. 659 f., 665, 670 and 675. 
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frequent depressions were rejected. Similarly, the opinion that the systematic 
extension of production is no longer a characteristic feature of modern capital- 
ism, the concept of the relation between imperialism and capitalism, and the 
view as to the neglect of planned, modern state-capitalistic intervention were 
no longer maintained.*’ 

In contradiction to the first two editions, it was pointed out that the politi- 
cal economy of socialism is still far from being an accomplished scientific 
system; that the significance of commodity production and circulation, of 
market supply and demand, and of material incentives to productive activities 
under present-day socialism still deserves considerable attention. Likewise, 
it was stressed that gold is by no means the only standard of value under 
socialism; that the concessions to private trade, to handicrafts and to state 
capitalism under the New Economic Policy of the 1920’s were deeply mean- 
ingful; and that socialistic economic planning should be more flexible, multi- 
farious and decentralized than hitherto.*® 

Anti-Stalinism was closely connected with a zealous drive for “retournons a 
Lénin,” and the rejected ideas of Stalin were consistently replaced with views 
now rediscovered in the armory of Leninism and, of course, Marxism.’® 
Finally, there seemed to be an increasing demand for supplementing the text- 
book with additional analytical inquiries into the gradual transition to social- 
istic economic methods as they had specifically developed in the various Euro- 
pean and Asiatic people’s democracies. The earlier one-sided emphasis of the 
book on sudden economic revolutions of the Russian pattern seemed to be 
exposed to an increasingly sharp criticism.?° 

In evaluating these criticisms with a view to forecasting the probable 
changes to be expected in the third Russian edition of the textbook, it should 
be taken into consideration that such changes are likely to affect only what 
we have called the ephemeral parts of the book. Its more or less stable fea- 
tures warrant the unique standing of the book in the history of economics. 


* Ibid., 660 ff. and 667. 

* Ibid., pp. 669 ff. and 675. 
Ibid., 667 f. 

* Ibid., pp. 673 f. 


| 
ak 
= 
By. 
te 
| 
| 


PATINKIN’S INTEGRATION OF MONETARY 
AND VALUE THEORY 


A Review Article 


By FELLNER* 


Professor Patinkin’s integration of value theory with monetary theory and 
with the theory of employment? is a highly impressive architectonic accom- 
plishment, based on a single fundamental idea. The idea is that of interpreting 
the demand for real balances held? as resulting from the utility or safety- 
yielding quality of the balances. This analytical device is analogous to the 
derivation of the demand for consumer goods from their utility. 


I. The Formal Structure of the System 


The author first incorporates the demand for real balances (money balances 
deflated for the price level) into the theory of consumer choice on the level 
of microanalysis. Thus room is made in the system for what Patinkin calls 
the “real-balance effect.” We arrive at the conclusion that in the absence of 
money illusion® the real-balance effect, along with the usual income effect 
and substitution effect, determines the total effect of the change of any indi- 
vidual price. This is because (1) the demand of an individual for each com- 
modity, for securities in real terms,* and for real balances is viewed as de- 
pending in a Walrasian fashion on the relative prices of all commodities, on 
the interest rate, on the individual’s real income, and on the size of his real 
balances;* and because (2) an increase or a decrease in the size of the indi- 
vidual’s real balances, that is to say, a change which creates a real-balance 
effect, is interpreted as making him better off or worse off in a sense similar 


* The author is Seymour H. Knox professor of economics at Yale University. 

* Money, Interest and Prices: An Integration of Monetary and Value Theory, by Don 
Patinkin, (Evanston: Row, Peterson. 1956. Pp. xix, 510. $7.00.) 

?In equilibrium, the marginal utility of money held becomes equal to the marginal 
utility of money spent. But conceptually these two are not equal. In the conventional 
exposition of the theory of rational consumer choice the “marginal utility of money” 
relates to money expenditure, not to real balances held as a “good.” 

*Money illusion is essentially a concern with the size of nominal rather than real 
balances (that is to say, essentially a propensity to react to changes in the size of nominal 
balances when these changes are associated with no change in the size of real balances, or 
a lack of propensity to react to changes in real balances when these changes are associated 
with no change in the size of nominal balances). More precisely: in the event of money 
illusion the size of nominal balance becomes a variable in the functions that determine 
economic behavior even when the price level is not assumed as given. 

“We mean here the value of securities deflated for the general price level. 

* This formulation assumes given initial physical wealth and given tastes. 
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to that in which a change in his real income has this consequence. The real- 
balance effect therefore becomes analogous to the Hicksian income effect. 

Subsequently, Patinkin introduces the demand for real balances also into 
his aggregative system, by making the aggregate private demand for consumer 
goods in general, for investment goods in general, for securities in real terms, 
and for real balances depend on the identical three independent variables, 
namely on real income, the interest rate, and the existing stock of real bal- 
ances. The last of these three variables becomes the general price level, if the 
money supply is assumed as given. Thus, with a given nominal money supply, 
the general price level, the interest rate and real income become the variables 
on which aggregate private demand depends. When these independent variables 
assume different values, the public is confronted with a change in the relative 
advantage of using its means for the acquisition of goods, securities, and real 
balances respectively. This is analogous to the microsystem dealing with the 
demand of individuals for all goods, except that the latter contains also the 
relative prices of the individual commodities. Aside from these individual 
prices the demand-determining variables of the microsystem and of the aggre- 
gative system are the same, namely the interest rate, real income, and the 
size of the real balances, where the third variable becomes the general price 
level if the money supply is assumed as given. The specific results of the 
aggregation of individual demands depend, of course, on the distribution of the 
resources in the economy. 

Total demand in the economy consists of the aggregate private demand, 
which was just discussed, plus the autonomous demand coming from the 
government. 

We have not so far considered the labor market. The demand for labor is 
represented as depending on the capital stock and the real wage rate, while 
the supply of labor depends on the real wage rate alone. This brings us to the 
supply side. The supply of securities in real terms is determined by the same 
three independent variables as the demand for them (real income, interest 
rate and real balances). The supply of nominal balances is assumed as given 
in the full-employment and full-capacity equilibrium for which the system is 
to be solved. The aggregate real income or output or supply of goods for a 
given capital stock may also be treated as given. We now have the equations 
determining all demands and supplies in a macrosystem. The system is capable 
of being made somewhat more flexible, and the author does not use it for all 
purposes in precisely the identical form. As here represented, the system 
should be solved for the equilibrium values of the wage rate, the price level 
and the rate of interest. Equilibrium implies full use (no “involuntariness) .* 


* Assume first that the consumer goods and investment goods are lumped together. Then 
we have four demand-supply equations (commodities, securities, balances, labor). Of 
these one is not independent, as is always the case in these systems of Walrasian character. 
The system should then be solved for the wage rate, the price level and the interest rate. 
But we could keep consumer goods separate from investment goods on the demand side, 
and add an equation postulating demand-supply equilibrium in one of these two markets 
(therefore, by implication, also in the other). Furthermore, by still another equation we 
could recognize the dependence of the size of the full-employment output on the real wage 
rate, i.e., on the amount of labor which workers desire to perform at alternative wage 
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II. General Characteristics 


The essential link between microanalysis and macroanalysis is provided by 
treating the general price level as a variable in the determination of the aggre- 
gative equilibrium of real magnitudes. Given the nominal money supply, the 
supply of an essential good (real balances) depends on the price level. Assume 
for example that there exists “partial” demand-supply equilibrium in the se- 
curities market. If, now, given the existing money balances, the general price 
level is too high for aggregative equilibrium, then real balances will be too 
scarce and thus they will be too attractive relative to goods. The resulting 
state of underutilization is a matter of overpricing in a sense analogous to 
that in which overpricing may be observable in the world of conventional 
value theory. 

This particular illustration calls for the additional comment that in Patin- 
kin’s system, as in the Keynesian and some others, it may in certain circum- 
stances be impossible to restore the aggregative equilibrium by increasing the 
supply of nominal and real balances through conventional central-bank tech- 
niques. This has to do with the assumption that the public may be unwilling 
to hold securities at interest rates lower than those corresponding to a floor- 
level. In such cases only a fall in the general price level or the use of uncon- 
ventional techniques (¢.g., compensatory public finance)? would be capable 
of restoring aggregative equilibrium. If there were no wage and price rigidities, 
the price level as well as the level of money wages would fall; a sufficient 
fall in the general price level would induce the public to reduce its increased 
holdings of real balances and thus to acquire the physical quantity of goods 
which corresponds to full use. 

Again by analogy to the microsystem, real balances may be too plentiful 
for aggregative equilibrium. This is the case where the general price level is 
too low, and equilibrium requires an upward adjustment of prices. We have 
experienced such situations after periods of suppressed inflation at the time 
of decontrol. 

It will be clear to the reader that the approach is rooted in neoclassical 
theory (however, with the demand for real balances worked systematically 
into the approach). The long history of the general idea which is at the heart 
of Patinkin’s system is traced, with a predominantly critical if not polemical 
emphasis, in various sections of the book and in the supplementary notes. 
We have here a general equilibrium theory, a theory of full-employment equi- 


rates. However, to make the capital stock, too, a variable would require a major “dynamic” 
transformation. 

*Patinkin argues that it is always possible further to lower the interest rate, even if 
there exists, from the viewpoint of private owners of securities, a floor rate below which 
their demand for securities is zero. But this sort of “further lowering of the 
interest rate” cannot be sharply distinguished from compensatory public expenditures, 
because in such circumstances public agencies would have to take over the function of 
“lending” and of enabling producers to invest at rates of return at which the market 
would be unwilling to devote resources to investment. If such policy action is excluded 
then it is not a generally valid proposition that enough additional expenditures on goods 
can be generated merely by buying up the securities of the public with “new money.” 
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librium, in which all relative prices are regarded as independent variables; 
and we have an interpretation of the spending-hoarding margin in terms of 
the demand for the things on which money can be spent versus the demand 
for the safety which real balances provide. It will also by now be clear that 
the book presents a systematic analysis and extension of ideas with which 
aggregative economics has recently been concerned mainly in connection with 
the Pigou effect. The existence of a net effect of this sort is established here 
with the argument that merely part of the money holdings are offset by short- 
term debts of the public (i.e., by what might be considered negative 
liquidity) 

The analytical framework thus developed is quite “general” in that a pric- 
ing problem becomes attached not merely to individual goods, but also to 
goods in the aggregate and to balances. In equilibrium the demand for all 
these items equals their supply, and in the workings of the pure model price is 
one of the significant variables bringing about the equilibrium. 

The author is well aware of the fact that the investigation of practically 
significant problems usually requires some analytical apparatus which is less 
complete than that here developed. This cannot be held against Patinkin’s 
contribution because the main function of a theory such as his is to make it 
clear into what area of a general system we move when we are using practical 
tools for specific investigations. This is what such a theory should accomplish 
efficiently. By accomplishing this it should also broaden the range of assump- 
tions and of constraints among which we may make our selection when apply- 
ing ourselves to specific tasks. This, I think, is how Patinkin sees it, and the 
reviewer agrees. 

Indeed, Patinkin tells us very emphatically that his equilibrating mecha- 
nism, in which changes in the level of money wage rates and of the general 
price level play an important role, might work with lags and detours of such 
length that it is quite rational, not merely expedient, to circumvent the 
mechanism in some cases by adjusting the other variables (including gov- 
ernment expenditures). This amounts to putting us for certain purposes in a 
segment of the general system where variations of the price level are very 
limited, and where therefore the system may well be in disequilibrium, unless 
some other variable is changed by policy action. The intellectual operation 
through which we go here is instructive. It is analogous to making people, who 
may be forced to live most of their lives in a specific region, aware of the 
existence of other regions and of the location of their town on the map. 
Patinkin performs this very effectively for the complex of problems known 
as stabilization policy or compensatory policy. I think, however, that it would 
be more difficult to perform the analogous service of locating the central 
problems of dynamic economics on this same map. 

The fact that the Patinkin system is in equilibrium for some combination 
of the values of his variables tells us, of course, nothing about what the 
trends are in resource inputs or in the standard of living. The problems of 


* On the initial simplifying assumptions none of the money holdings have such a negative 
counterpart. Later these assumptions are relaxed. 
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growth theory relate to the mechanism which has tended to keep the system 
on some time-path of shifting Patinkin equilibria without requiring violent 
movements in the general price level, and, normally, without requiring “com- 
pensatory fiscal policy.” The study of actually observable time-paths focuses 
one’s attention very largely on the relationship between changes in factor 
inputs and changes in technology. This is how the classical economists saw 
it and also many economists of the neoclassical period. 

Linking Patinkin’s system to these problems would, it seems to me, require 
a major transformation, because his functions are defined for short periods 
during which the basic resource position of the economy does not change. 
A consistent time-trend in the equilibrium values of his system would have 
a marked influence on the initial equilibrium values themselves. If, for ex- 
ample, with positive net saving, equilibrium required significant general price 
reductions in each future period, and if this were foreseen, then the func- 
tions might very well have to assume a shape such that we obtain demand- 
supply equilibrium in the securities market at zero net saving and zero net 
investment (assuming that at a very high real rate of interest there is no net 
investment).® It is surely a fact of great significance that the equilibrating 
mechanism has not worked through appreciable and sustained changes in the 
general price level. Illustrations such as ours here—illustrations of the de- 
pendence of the shapes of the Patinkin functions on future time-trends— 
assume predictability of the trends. But if the trends are conceived of as 
wholly unforeseen, then the conclusion would have to be that we are living in 
a sequence of “disturbances” with the result that the functions are never 
valid. This whole complex of problems stays outside the scope of the approach 
because of the author’s concern with short-period equilibrium, an equilibrium 
which is fitted into no time nexus. The economics to which this book makes 
an important contribution stays “static” economics, even though net invest- 
ment may occur in each short period for which the system is solved. When the 
author engages in “dynamic analysis,” this means in the present volume 
the analysis of stability conditions with given basic resources, not the analy- 
sis of the absorption of growing resources. 


III. Some Specific Tools and Propositions 


The book has a broad sweep, but it possesses also important merits of 
detail, when we consider the analytical techniques which the author uses on 
problems leading up to his main theme. We shall call attention to a few ex- 
amples, attempting to show also how the author’s analytical devices throw 
light on the essential problems at which they are directed. 

Patinkin distinguishes between what he calls a demand curve of individuals 
for money, and what he defines as the corresponding “market equilibrium 
curve.” The demand curve for money shows the amount of nominal balances 
demanded at alternative price levels (ceteris paribus, given all initial ‘“en- 
dowments” of goods and money balances and given the individual’s real in- 


*°A consistent and appreciable downtrend in prices inevitably establishes, of course, a 
high real rate of interest. 
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come). The demand is measured on the abscissa, and the reciprocal of the 
price level on the ordinate.*° Normally this demand curve is downward-sloping 
because at low reciprocals of the price level (high prices) an individual will 
usually want to hold more nominal balances than at high reciprocals of the 
price level (low prices). But Patinkin explains that nothing can be stated 
about the special characteristics of this curve with complete generality since 
its characteristics depend on how the individual’s desire to hold real balances 
competes with his desire to acquire goods when, say, a lowering of the price 
level (a rise in its reciprocal) enables him to buy more goods and to hold more 
real balances. With respect to possible shapes of this curve the propositions of 
the footnote below, may be formulated.** The main conclusion is that if 
neither real balances nor goods are “inferior” the demand curve here described 
will slope downward with less than unitary elasticity, that is, more steeply 
than a rectangular hyperbola. This may be considered the normal case. 
Earlier we considered one of the central propositions in Patinkin’s aggre- 
gative economics, the proposition according to which changes in the price level, 
with given real income and given nominal money supply, produce inverse 
changes in the demand for goods. As can now be seen, this proposition implies 
on the micro-level that the typical individual’s demand curve for nominal 
balances, with the reciprocal of the price level measured on the ordinate, is 
downward-sloping. This in turn implies that goods as a whole are not “in- 
ferior,” nor on the borderline of inferiority, in response to the real-balance 


effect; in other words, that the typical individual when faced with a fall of 
prices at given real income reduces his nominal balances to buy more goods, 
and thus “takes out” in the form of real balances less than 100 per cent of the 


favorable real-balance effect. Absence or insignificance of money illusion is of 
course also implied in the reasoning. 

The demand curve just described is then distinguished from the correspond- 
ing “market-equilibrium curve.” This curve shows the demand of individuals 
for nominal balances at alternative “reciprocals of the price level” when the 
supply of money is changed in the same proportion as the price level (but real 
income again stays unchanged). This market-equilibrium curve is the locus of 
points each of which lies on a different demand curve (because along the 
market-equilibrium curve the individual’s initial money endowment is changed 
while along the previously discussed demand curve it was not changed, and 
because the individual will usually want to hold more real balances at any 


* Measuring the reciprocal of the price level on the ordinate means, of course, that the 
price level falls as we move up on the ordinate. 

“If real balances are on the borderline of inferiority in the absolute sense (not merely 
relatively to goods), then the demand curve will be downward-sloping with unitary elas- 
ticity throughout its course. This is because when the individual is made better off by a 
price reduction, he will still want to hold the same amount of real balances. His demand 
for nominal balances will fall or rise in the same proportion as prices do. In the event of 
the absolute inferiority of real balances, the demand curve will be downward-sloping with 
more than unitary elasticity. Vertical shape of the demand function marks the borderline 
of inferiority of goods; upward slope marks inferiority of goods. If neither goods nor real 
balances are inferior or on the inferiority borderline, then the demand curve slopes down- 
ward with less than unitary elasticity. 
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given price level if an increase in his initial money endowment enables him to 
buy more goods and to hold more real balances). 

In the absence of money illusion the market-equilibrium curve will always 
have unitary elasticity throughout its course, since doubling of the money 
supply and of the price level will offer no incentive to individuals for changing 
their demand for real balances. Hence their demand for nominal balances will 
double. This is the idea underlying the proposition that “the demand for 
money” (in terms of the goods exchanged for money) has unitary elasticity 
in equilibrium because, whatever the amount of money expenditure is, it will 
always prove to be the market equivalent of the existing quantity of goods. 
However, Patinkin shows that unitary elasticity here is a characteristic not 
of demand curves (not of curves which must be definable before we know the 
equilibrium position and which express the demand for money at alternative 
price levels for a given money supply). The unitary elasticity is a property of 
a locus cutting through a family of demand curves at successive equilibrium 
points, in each of which the money supply is adjusted to the price level in 
accordance with equilibrium requirements. Patinkin argues that failure to 
distinguish between the two curves has been responsible for much confusion in 
neoclassical and later writings. 

Thus in equilibrium money is “neutral” in the sense that, say, doubling of 


‘the quantity of money results in doubling of the price level, with no change in 


the world of real magnitudes. In the absence of money illusion it could not be 
otherwise, since the rate of interest which must equal the marginal produc- 
tivity of capital, cannot have changed (and thus nominal balance holdings, 
and the nominal supply-and-demand in the securities market, must also have 
doubled). With given preference scales and in the absence of money illusion 
the public will be willing to hold twice the initially assured quantity of money 
if, and only if, the general price level has doubled. In this sense money is 
neutral when full equilibrium is postulated. But from this it does not follow 
that with a given money supply the public wishes to hold the equivalent of 
the same quantity of goods in money hoards regardless of the height of the 
price level or of the interest rate. What does follow is that in equilibrium all 
variables, including the price level, must assume values at which all demands 
and supplies are equal, including the demand for real balances and the supply 
of them. 

To use terminology which Patinkin avoids, we may also conclude that the 
ambiguous Say’s Law is valid in the sense that with flexible wages and prices 
the system tends to full-capacity equilibrium, that is, to a condition where 
savings equal investment at full capacity. But Say’s Law is not valid if by 
this “law” we mean the proposition that in equilibrium there is no hoarding, 
or that the public may not wish to change the quantity of its “money hoards” 
in nominal or in real terms. 

Many other analytical devices and specific propositions would be worth 
mentioning. I will limit myself to two more references. One is to the analysis 
of the demand for money balances in probabilistic terms (Chapter 7). The 
discussion relates to contingency balances which are the “money” Patinkin 
mostly is concerned with. My second reference is to the representation of 
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equilibrium and the discussion of stability conditions with the aid of the dia- 
gram on page 155, which assumes a given supply of nominal balances. Here, 
with the interest rate on the ordinate, and the price level (this time not its 
reciprocal) on the abscissa, a downward-sloping’* curve is drawn to show the 
alternative pairs of values for the interest rate and the price level at which the 
commodity market is in equilibrium, and an upward-sloping** curve is drawn 
showing the alternative pairs of values for the interest rate and the price level 
at which the securities market is in equilibrium. The intersection of the curves 
marks general equilibrium, and the framework enables the author to engage 
in an analysis of stability conditions. 

These and many other interesting problems are further analyzed in the 
Mathematical Appendix and the Supplementary Notes which, along with the 
bibliography, take up more than 200 pages at the end of the book. The 
mathematical appendix to the chapter on the demand for contingency balances 
(interpreted as a probability problem) was written by Aryeh Dvoretzky. The 
mainly literary and graphic core of the work is presented in approximately 
270 pages. 

IV. A Controversial Question 


This is the book of a brilliant theorist, a book containing many significant 
ideas. Still, I feel I should repeat and slightly expand a question which was 
briefly considered earlier in this review. 

Patinkin strongly objects to what he considers the false neoclassical and 
later dichotomy between monetary theory and value theory. But there exists 
a very real dichotomy between the essentially nondynamic type of approach 
which relates to the conditions of equilibrium for single time periods viewed 
in isolation, and the type of dynamic theory which looks at time-sequences in 
a growing economy. Does the analogy between the microanalytical and the 
macroanalytical role of money and of price changes stay valid in dynamic 
analysis so conceived? 

As was said before in this review, some of Patinkin’s most distinctive 
results raise just this question if placed in the dynamic context of shifting 
equilibria. What does it mean to say that the macrosystem could stay in equi- 
librium through the real-balance effect of successive sharp reductions of the 
general price level instead of through the proper degree of monetary expan- 
sion (and that therefore an equilibrating mechanism which automatically pro- 
duces sufficiency of effective demand for full use is compatible with hoarding 
part of the sales proceeds of each successive period out of a constant nominal 
money supply)? Does this not essentially mean that the price reductions, 
which unlike monetary expansion raise the real rate of interest, “equilibrate” 


"If the commodity market is in equilibrium at some specific interest rate and some 
specific price level, it is in equilibrium also at some higher interest rate and lower price 
level and also at some lower interest rate and higher price level than those initially assumed. 
The demand-raising (supply-lowering) effect of a lower general price level can be offset by 
the demand-lowering (supply-raising) effect of higher interest rates. 

“This is because, in contrast to the last sentence of the preceding footnote, we must 
say here: the demand-raising (supply-lowering) effect of a lower price level can be offset 
by the demand-lowering (supply-raising) effect of a lower interest rate. 
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the system by putting an end to growth, and by placing us in the context of 
the stationary state? Should we not therefore conclude that the consequences 
of price reductions are in part quite different from those of monetary expan- 
sion and that some of these differences are of essentially macroanalytical 
character? Even if successive price reductions should keep the market for 
each individual good in equilibrium, would they not bring about a shift from 
one aggregate (“investment”) to another aggregate (“consumption”), and 
would they not therefore establish a different sort of aggregative equilibrium? 
Quite aside from lags in the adjustment process, is it not essential that mone- 
tary expansion should keep changes in the general price level within reason- 
able limits, so that distortions of the relationship between money and real 
rates of interest should be avoided in either direction? 

I will not try to suggest here definite answers to these questions. Professional 
opinion will answer them in due time, since Patinkin’s ideas will receive the 
wide attention they deserve. It may be taken for granted that this work will 
leave a mark on the development of economic theory. 


SURVEY OF CEYLON’S CONSUMER FINANCES? 


A Review Article 


By Marcaret G. REip* 


This study represents an important addition to the stock of data on income 
and consumption of Asian countries. It is unique in that the data relate to a 
representative sample of the population, and because it reports consumption 
by income level. 

The study reports data on incomes, employment,? expenditures, housing 
conditions and other aspects of consumption from a sample survey of the 
people of Ceylon in private households. Income includes income in kind, such 
as home-produced food and food received as pay as well as rental value of 
owner-occupied dwellings. The data on income and consumption relate to the 
year April 1952 to March 1953. In the survey, information was sought on 
change in assets and liabilities during the report year, and consumers were 
asked how they would adjust their pattern of spending and savings to an 
increase or a decrease in income. 


I, Savings in General: Income Distribution 


Because of incompleteness and obvious inconsistencies of many replies con- 
cerning changes in assets and liabilities, estimates of savings are confined to 
differences between reported income and expenditures. The error in these may 
however be quite important. As an article in the Monthly Labor Review of 
October 1952 states, “It is . . . quite incorrect to interpret the entire differ- 
ence between reported income and expenditures as savings or dissavings” (p. 
426). This statement had special reference to the 1950 survey of income and 
consumption expenditure made by the U.S. Bureau of Labor Statistics. 
Greater underreporting of income than of expenditures appears, however, to 
be a common characteristic of surveys. This fact was not taken into account 
in interpreting the relatively low per cent of the total income reported to 
have been saved by the Ceylon population. The report states: “It will be 
seen that the general picture which the Tables present is one of low rates of 
savings. It is hardly a picture about which a country with an underdeveloped 
economy can feel very happy” (p. 31). In interpreting the findings of this 


* The author is professor of economics at the University of Chicago. 

* Report on the Sample Survey of Ceylon’s Consumer Finances May 1953. (Colombo: 
Central Bank of Ceylon. 1954. Pp. ix, 34 plus 40 tables and appendix presenting schedule 
used in securing data. 3s 6d or 50 cents.) 

?The comments in this review are confined to incomes and consumption. The report 
does not relate data concerning unemployment to either of these. Facts on unemployment 
are, however, reported by race, education and sex of the labor force. 
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and similar surveys, it seems well to bear in mind that family surveys in general 
appear likely to underestimate savings. 

Considerable space in the report is given to the income data. Income dis- 
tributions are reported for income-receivers in general, and grouped by sex, 
race, occupation and education and for sectors of the economy, namely estate 
and nonestate sectors. The report gives both means and medians. In addition, 
some estimates of relative equality of income distributions based on Lorenz 
curves are given. 

Special comment is made in the report on the difference in income of males 
and females. The report states: “The average incomes of men. . . are much 
higher than those of women .. . the better paid occupations were largely 
monopolized by men .. .” (p. 18). It is of some interest that the median in- 
come of females of Ceylon was 54 rupees per 100 rupees of median income of 
males, whereas the corresponding ratio for the United States for 1952 was 
$35. Furthermore, 18 per cent of the females of Ceylon were reported to be 
income-receivers in 1952-53, and in 1950, 30 per cent* of all females in the 
United States.® 

The somewhat higher percentage of female income-receivers in the United 
States than in Ceylon may well have been accompanied by a higher percent- 
age of employed females with part-time employment in the United States than 
in Ceylon. Such a difference would contribute to the relatively low ratio of 
female to male income for the United States. This low ratio in the United 
States compared to Ceylon may, however, have occurred because of the high 
degree of occupational specialization in the United States, and the concentra- 
tion of females in occupations requiring relatively little training or experi- 
ence and permitting part-time employment. Both these conditions affect the 
suitability of gainful work that combines readily with household responsibili- 
ties of women in general. Intensive examination of the labor force participa- 
tion of countries as different as Ceylon and the United States might lead to a 
modification of the conclusion that the low ratio of female to male income of 
Ceylon is the result of monopoly forces. It may well be the result of more 
basic factors common to societies in general. 

Important difference in incomes occurred by race, even among Asian races. 
The median income of the Indian Tamils was the lowest. They constituted 
about one-quarter of the income-receivers. About 20 per cent of the income- 
receivers were Ceylon Tamils. For every 100 rupees of median income of the 
Ceylon Tamils, the Indian Tamils had 55 rupees (Table 19). 

In the United States for every $100 of median income of white workers in 
nonfarm® occupations that of nonwhite workers for 1949 was $52. If male 
and female workers are considered separately the difference in income by race 


*U. S. Bureau of the Census, Current Population Reports, P-60, no. 14, 1954, Table 6. 
This estimate is confined to the population 14 years of age or more. 

*U. S. Census of Population: 1950, Vol. II, Characteristics of the Population, Pt. 1, 
U. S. Summary, Table 141. 

*Such a percentage tends to be affected by the age distribution. The higher the per- 
centage of the population under ten, for example, the lower would tend to be this per- 
centage, since few persons under ten years of age likely to be income-receivers. 

* Rural farm workers are omitted in this comparison because income reported in 1950 
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in the United States is narrowed: for males and females the respective ratios 
are $57 and $56." For Ceylon the highest incomes reported by race are for 
“Moors and Malays” and “others,” the latter including Europeans. These 
groups constitute, however, only 6 per cent of income-receivers. 

Important differences exist in income by education. Income-receivers with 
no education beyond “senior school certificate” had 400 rupees of median 
income for every 100 rupees of those with “no education” and 261 rupees for 
every 100 rupees of those with primary education only (Table 19). Those in 
Ceylon with education beyond “senior school certificate” had 160 rupees of 
median income per 100 rupees of those with senior school certificate. Differ- 
ence in income in the United States by education tends to be much less. 
Those with no education beyond four years in high school had median income 
of $273 for every $100 of median income of those with no years of school 
completed and $140 for every $100 of those with education limited to primary 
schools. Those in the United States with education beyond high school had 
median income of $118 for every $100 of income of those with four years of 
high school only.® 

Income size distribution is given for consumer units as well as for income- 
receivers. The incomes of Ceylon like those of other countries are more 
equally distributed among consumer units than among income-receivers (pp. 
15-16). The consumer units of this survey are described as spending units. 
The definition of these is similar to that used in the annual Consumer Finance 
Surveys of the Federal Reserve Board. Income receivers who contributed less 
than half of their income to food and shelter expenses of the group with which 
they lived were not included in the primary spending unit of the household. 
In this survey of Ceylon there are 112 spending units for every 100 house- 
holds, whereas the Consumer Finance Survey of the United States for 1952° 
reports 117 spending units per 100 households. It is not surprising, in view of 
the large percentage of the population engaged in agriculture, that the pool- 
ing of incomes of those within a single household was somewhat more common 
in Ceylon than in the United States. Farming is often a family enterprise in 
which shares of separate persons are not clearly identifiable. 

The number of income-receivers per spending unit rises appreciably with 
average income of the Ceylon spending units. Units with income under 50 
rupees per month averaged 1.0 income receivers, and those with income of 
500 rupees or more per month averaged 2.3 income receivers. Consumer 
Finance Surveys of the United States do not report income receivers per 
spending unit. It seems probable, however, that the number of these per 
spending unit also tends to rise somewhat with income.?® 


Census of Population is confined to money, and nonmoney income is very important 
for farm people and tends to be more equal between the races than money income. The 
incomes reported for the Ceylon population include nonmoney income. 

* U.S. Census of Population, Vol. I, op. cit. Table 141. 

* These data are from U. S. Census of Population: 1950, Vol. IV, Special Reports, Pt. 5, 
Ch. B, Education, 1953, Table 12. 

* Federal Reserve Bulletin, June 1953, technical appendix. 

* The U. S. Department of Labor reports the number of earners per family at various 
income levels. There is a pronounced tendency for the number of earners to rise with 
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The spending units of Ceylon differ in other important respects from those 
of the United States. For example, one-person spending units are much less 
important. In Ceylon they were a little more than 5 per cent of all units™ 
whereas the Consumer Finance Survey of the United States for 1952 reports 
that one-person spending units constituted 23.6 per cent of all spending 
units.’? Such difference suggests that throughout a lifetime a person is likely 
to be a member of a greater number of spending units in the United States 
than in Ceylon. The greater this tendency, the more will the difference in 
income and consumption between spending units be a function of the age 
cycle rather than lifetime income or general economic status in the society. 
The membership of the spending units needs to be taken into account in inter- 
preting differences in income distributions and consumption-income relations 
of Ceylon and of other countries, the United States for example. 


II. An International Comparison of Income-Size Distributions 


The income data of this study have already been used in an international 
comparison of income distribution, for example, by Theodore Morgan.** His 
conclusions are similar to those reached earlier by Kuznets,’* namely that 
income tends to be more unequally distributed in underdeveloped than in 
industrial countries. These findings have been challenged by other investi- 
gators.*® In view of the many shortcomings of data so far used in such com- 
parisons”* this is not surprising. Another reason for difference in interpretation 
of evidence may be the inadequacy of a simple dichotomy of developed and 
underdeveloped economies. It may be that the so-called underdeveloped coun- 
tries for which income data are available are in the early stages of industrializa- 
tion. Prior to the beginning of industrialization the income distributions may 
have been much less unequal and the economy may have been even less “de- 
veloped.” Marked inequality of income distribution may be a characteristic 
of a partially developed economy in the process of a major change. 


family income. See U. S. Dept. of Labor, Bull. 1065, 1952, Table 2a. At low income 
levels the number of earners probably understates appreciably the number of income 
recipients. At these levels in the United States a high percentage of the persons receive 
their income from nonearning sources. 

"Table 37. About 5 per cent of all households had one person only. Some of the 
other households may have included secondary spending units with only one person. 

® Federal Reserve Bulletin, Sept. 1953, supplementary Table 14. 

%“Tncome Distribution in Developed and Underdeveloped Countries: A Rejoinder,” 
Econ. Jour., Mar. 1956, LX VI, 160-64. Another comparison of income distributions by him 
using data for Ceylon appeared earlier: “Distribution of Income in Ceylon, Puerto Rico, 
the United States and the United Kingdom,” Econ. Jour., Dec. 1953, LXIII, 821-34, In 
this earlier article the income data of Ceylon relate to the year 1950. This earlier survey 
did not make use of as satisfactory a sampling method as the 1952-53 survey to which 
this review relates. Morgan advised the Bank of Ceylon on the 1952-53 survey of con- 
sumer finances. 


*S. Kuznets, “Economic Growth and Income Equality,” Am. Econ. Rev., Mar. 1955, 
XLV, 1-28. 

“See for example, H. T. Oshima, “A Note on Income Distribution in Developed and 
Underdeveloped Countries,” Econ. Jour., Mar. 1956, LXVI, 156-60. 

*See S. Kuznets, op. cit. for discussion of specifications of income data suitable for 
comparison of income equality between countries. 
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Although the survey of consumer finances of Ceylon and similar surveys for 
the United States use the same definition of spending units and both relate to 
the population in private households, they have many shortcomings as means 
of estimating the relative equality of economic welfare of the two countries. 
Two differences in these sets of data are very conspicuous: (1) the incomes 
reported for the Ceylon population include income in kind, whereas the in- 
come reported for the population of the United States relate solely to money 
income. These are here referred to respectively as total and money income. 
In the United States money incomes are less equally distributed than total 
income.** It seems probable that a similar difference exists in Ceylon. There 
thus seems no reason to assume that the greater ineqality of income in Ceylon 
than in the United States, observed by Morgan for example, was the result of 
incomes of spending units of the United States being confined to money 
receipts only. (2) It seems highly probable that more Ceylon than American 
spending units include two adult males. If the spending units of Ceylon were 
fragmented so as to have demographic characteristics similar to those of 
spending units of the United States, the income equality of Ceylon and the 
United States might have been more similar. 

As the stock of data on income distribution in various parts of the world 
increases it becomes more and more urgent to consider the various ways in 
which these data might contribute to an understanding of economies and 
forces making for change. It may be useful to have several measures of the 
equality of income distributions. In comparing income distribution of Ceylon 
and the United States, Morgan used Lorenz curves which yield concentration 
ratios. This type of measure gives especially heavy weight to high absolute 
incomes and to the distribution at the upper end of the income scale, and 
gives low weight to equality of incomes among those with low incomes. On 
the other hand, the standard deviation of the logarithms of incomes provides an 
estimate of dispersion of proportional incomes. The higher the standard devi- 
ation of the logarithms of incomes the greater the percentage differences 
among the incomes in general, hence the greater the inequality. 

The index of concentration of incomes (based on Lorenz curves) and the 
standard deviation of the logarithms of income of spending units in Ceylon 
and the United States are as follows: 

Standard Deviation 
Concentration of Logarithms 
Ratio™ of Incomes’® 


Ceylon, 1952-53 49 32 
United States, 19507° 40 37 


™ Total income includes net rental value of owner-occupied dwellings and of tenant 
dwellings on farms, and the value of home-produced food and fuel consumed by farm 
families. 

* Morgan, “Income Distribution in Developed and Underdeveloped Countries: A Re- 
joinder,” loc. cit., p. 162. 

* The income data of the United States are those used by Morgan, “Distribution of 
Income in Ceylon.” loc. cit. Those for Ceylon are shown in Table 36 of the report. These 
also were used by Morgan in estimating the concentration ratio of incomes shown here. 

* The difference in the years seems of little consequence since these relations seem to be 
quite stable in various economies. 
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Thus the concentration ratios indicate greater inequality of incomes of Ceylon 
than of the United States and the standard deviations of the logarithms of 
these incomes indicate greater income inequality in the United States than in 
Ceylon.”* It seems highly probable that both these measures have a place in 
investigating income equality and in understanding the forces that modify it. 


III. Consumption 

The report provides much more detail on incomes than consumption. 
Nevertheless, the data reveal interesting aspects of consumption. Prior to this 
study considerable information had been assembled on the characteristics of 
consumption of the Ceylon population.2*? The survey confirmed earlier 
evidence that where real income of a country is low, food tends to take a high 
percentage of total consumption expenditures and housing a low percentage. 
The percentage of total expenditures including consumption in kind going 
to these consumption categories for Ceylon and the United States are as 
follows: 


Ceylon, 1952-5378 United States, 19524 
Food** 62.5 32.7 
Housing”® 5.6 15.0 . 


The quality of diets of the population of Ceylon more nearly approximates 
that of American consumers than do the dwelling space and housing facilities. 

The data from this study also confirm earlier conclusions that where real 
income is low, cereal products tend to be especially important and meat, fish, 
eggs and milk are rather unimportant.*’ The percentage of food going to the 
respective foods in Ceylon and the United States are as follows: 


Urban Families in the 
Ceylon, 1952-5378 United States, 19487° 
Cereal products 39.0 10.3 
Meat, poultry, fish, eggs 
and dairy products 14.4 45.3%° 


* The standard deviation of the logarithms of the spending units of the United States 
would probably have been appreciably less if income in kind had been included. This 
comparison has been made solely to illustrate the difference in relative estimates with two 
types of measures and not to provide definitive estimates of the relative equality of in- 
come distributions of Ceylon and the United States. 

*The report here reviewed describes some of the earlier studies. 

Table 12. 

™* National Income, 1954, Suppl. to Survey of Current Business (Washington, 1954), 
Table 30. These data are the national estimates of the U. S. Department of Commerce. 
They differ only slightly from estimates derived from survey data. National survey data 
are not available later than 1941 for consumption in general. Food and housing are not 
included in the annual Consumer Finance Surveys of the United States. 

* Includes alcoholic beverages. 

** For Ceylon this includes “rents, rates and repairs” and “fuel and light,” and for the 
United States rents and rental value of dwellings and household utilities. 

™ There are of course some notable exceptions, for example the diet of the Eskimos 
is relatively high in meat and fish products, and I expect that for nomad populations 
meat and milk are quite important. 
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The uniqueness of the consumption data of this survey lies largely in the 
fact that they represent the entire population and are reported by income 
intervals. In spite of the great difference between Ceylon and the United 
States in average real income, in the importance of various consumer goods 
and in household characteristics, consumption functions estimated from the 
survey data tend to be much the same for Ceylon as for the United States. 
The average income elasticity** of total expenditures for Ceylon** and the 
United States** are .77 and .83, respectively. 

Thus these estimates imply that in both countries the percentage of the 
current income spent tends to fall the higher the income, and conversely that 
the percentage of the income saved tends to be greater the higher the current 
income receipts. The two countries show almost identical ratios of the rate of 
increase in expenditures to rate of increase in income. This for both sets of 
data is .8. 

Estimates such as these fail to reveal another characteristic common to 
these data. Among those with low current incomes, expenditures on the aver- 
age exceed receipts. This is not a stable condition. Families cannot continue 
year after year to behave in this way. It is the type of condition to be ex- 
pected if a considerable number of those reporting low incomes were below 
their usual income position. The savings that they are drawing on were prob- 
ably accumulated in years when incomes were higher and the debts which 
they are permitted to incur may be based on the expectation of higher 
income later. 

There are many reasons to expect the expenditure-income relations such 


* Table 31. 

*”U. S. Dept. of Agriculture, Agric. Inf. Bull., no. 132, 1954, Table 32. This survey 
showed 33.5 per cent of total income going to food including alcoholic beverages. 

» Exclusive of butter. 

™ This is b.y where x is the logarithm of the average expenditures by income interval 
and y is the logarithm of income. 

Table 36. 


"U.S. Dept. of Labor, Bull. 822, 1945, Tables 4 and 5. These data relate to the year 
1941, the most recent national survey of the United States. The incomes are similar to 
those of the families of Ceylon in that income in kind is included, and such income in 
kind is also included in consumption expenditures. Furthermore, the data relate to the 
entire population in private households. The household characteristics of the families and 
single consumer units of this survey are somewhat more like those of Ceylon than are the 
spending units of the annual Survey of Consumer Finances of the Federal Reserve Board 
described above. Evidence comes from the fact that 13.4 of the consuming units of the 
1941 survey of the United States were one-person units, ibid., Table 1. The percentage 
of one-person spending units in the Ceylon survey and in the Survey of Consumer Finances 
of the Federal Reserve Board are described above. The method of testing the pooling of 
income used in the 1941 survey of consumption and incomes of the United States ap- 
parently does not fragment households to the same extent as does the definition of 
spending unit used by the Federal Reserve Board. For general discussion of the consum- 
ing unit see Conference on Research in Income and Wealth, Studies in Income and 
Wealth, Vol. XIII, Nat. Bur. Econ. Research (New York, 1951), pp. 510-14. The con- 
sumption functions estimated from annual Consumer Finance Surveys of the Federal 
Reserve Board are not shown because these studies do not secure data on consumption 
expenditures in general. 


] 
} 
ian 
‘i 
Ay 


REID: CEYLON’S CONSUMER FINANCES 963 


as these of Ceylon and the United States to differ. Difference in the household 
characteristics have already been considered.** In addition, the percentage of 
the population in agriculture is much higher in Ceylon than in the United 
States; and in the United States farm family data tend to have appreciably 
lower income elasticities of expenditures than nonfarm family data.** There 
are, however, some reasons to expect that the relation of total expenditures to 
income for a group of consumer units will tend to be similar in Ceylon and 
the United States. One reason is the tendency for families in general, where 
some form of savings for the future is feasible, to save a relatively high per- 
centage of income in years when income is atypically high and to draw on 
assets in years when income is atypically low. Because this tendency exists, 
there is good reason to believe that the income elasticities of total expendi- 
tures just described tend to understate for both Ceylon and the United States 
the income elasticity of expenditures in relation to permanent income, namely, 
the income that families count on to finance their consumption level in gen- 
eral.** 

The similiarity in consumption-income relations is not quite so striking for 
the separate consumption categories as for total expenditures. The elasticity 
of expenditures in relation to income for food and clothing are as follows: 


Food Clothing 
Ceylon 85 
United States 57 .98 


The higher income elasticity of expenditures for Ceylon than for the United 
States may well have resulted because of the greater increase in the number 
of persons per spending unit for Ceylon than per consuming unit for the 
United States. In fact when allowance is made for the difference in number of 
persons*’ at the various income intervals the income elasticities of expenditure 
for food are as follows: Ceylon, .56; United States, .53. 

This survey also attempted to explore “marginal spending.” People were 
asked how they would use a 10 per cent increase in income and what they 
would do if income decreased by 10 per cent. The responses indicated that at 
all economic levels a large part of the increased income would go to savings 
and for paying off debts, and similarly at all economic levels a decreased 


“For the sets of data used in this comparison the income concept is the same. 

“For discussion of such difference see M. G. Reid, “Effect of Income Concept Upon 
Expenditure Curves of Farm Families,” Studies in Income and Wealth, Vol. XV (New 
York, 1952). 

“For extended discussion of the significance of permanent and transitory components 
of income and their bearing on expenditure-income relations, see M. Friedman, A Theory 
of Consumption Function, monograph to be published in the spring of 1957 by the National 
Bureau of Economic Research. 

* This adjustment was made on the assumption that food expenditures tend to increase 
with family size at the same ratio as the cube root of the family sizes. This adjustment 
ratio is based on research findings by D. S. Brady. A brief report of this is given in “The 
Pattern of Food Expenditure,” Rev. Econ. and Stat., Aug. 1948, XXX, 198. For other 
discussion of adjustment of food consumption to take account of family size, see U. S. 
Dept. of Agriculture, Agric. Inf. Bull., no. 132, 1954, esp. pp. 47-49. 
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income would result in a decrease in savings and an increase in debt (see 
Tables 33-35). Although the authors of the report appear to be very skeptical 
as to the validity of the responses, it seems highly probable to this reviewer 
that the responses describe fairly well the behavior of people in a society 
where typical incomes are unequal and hence the customary level of con- 
sumption is unequal, where there is some variability in income with the life 
cycle and some short-run income change so that some incomes are atypically 
low and others atypically high. Family expenditures tend to vary less from 
year to year than income. Families at all economic levels save or pay their 
debts when incomes are atypically high, and families at all economic levels 
draw on their savings and incur debts when their incomes are atypically low. 
Such is the behavior of families in the United States. I would conclude until 
evidence to the contrary is made available that Ceylon spending units ex- 
perienced some variability of income from year to year and that savings 
and debts played much the same role in their financial management as these 
did for consumers in the United States. 

Even when national income is stable, the income of many consumer units is 
likely to vary from year to year, now up and then down. It was probably this 
kind of income change that the respondents had in mind in describing their 
probable behavior if income increased or if it decreased. It is a common type of 
income change experienced by them. There is no reason to assume that the 
responses describe what would tend to happen with a ten per cent increase 
or a ten per cent decrease in national income. 

It is hoped that this survey of consumer finances of Ceylon will be followed 
by other investigations of equally high quality, not only in Ceylon but in 
other countries throughout the world, and that increased effort will be devoted 
to comparisons from time to time within countries and comparison among 
countries, with an awareness of the many factors that are likely to affect the 
relations observed, in order to gain an understanding of the effects of eco- 
nomic change on the welfare of populations. 
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Variations on a Theme by Phillips’ 


The third chapter of Phillips’ Bank Credit? has long been regarded as the 
classic account of the relations between credit expansion by the individual 
bank and deposit creation by the banking system. While Phillips had many 
predecessors,® the clarity and completeness of his exposition command the 
field; moreover, he developed some convenient formulas which provide a 
logical base for further elaboration. My note, a minor extension of his for- 
mulas, shows how cash withdrawals affect monetary expansion. 


I. The Money Multiplier 


In a system of fractional reserve banking with reserve ratio r, an increment 
of cash (or “hard currency” or “money of ultimate redemption”) of amount 
c¢ can expand the system’s deposits to the limit c/r. Assuming for simplicity 
that individual lending institutions retain no loan-deposits (“derived de- 
posits”) so that the primary acquisition creates a loan or asset purchase 
potention of c(1 —r), etc., we may represent the above limit as the end 
product of the series: 


(1.1) 


This rotation involves the principle of the multiplier. But the “money 
multiplier” (1/r) differs from its illustrious counterpart, the investment multi- 
plier, in several respects: (1) The money multiplier deals with changes in a 
stock of assets while the investment multiplier refers to shifts in a flow of 
income. (2) Changes in interest rates and relative prices being involved in 
monetary expansion, a cash increment of c is a necessary but not sufficient 
condition for additional bank currency of amount c/r. In the theory of in- 
come determination, simplicissimus, an increment of investment is sufficient 
to elevate output to the level predicted by the multiplier; the relative price 
mechanism is not ordinarily brought into play. (3) Because expansion to the 
limit is problematical, whereas contraction is inevitable—starting from zero 
excess reserves in each case—the money multiplier, by contrast with its invest- 
ment counterpart, is not symmetrical. (4) For the money multiplier, average 
and marginal rates of “leakages” into reserves are identical. For the invest- 

* Acknowledgments: Arthur Kemp, R. T. Patterson, and C. A. Povlovich, Jr., of Clare- 
mont Men’s College. 


*C. A. Phillips, Bank Credit: A Study of the Principles and Factors Underlying Advances 
Made by Banks to Borrowers (New York, 1931, first published, 1920), Ch. III, “The 
Philosophy of Bank Credit.” 

*For doctorinal history see A. W. Marget, The Theory of Prices: A Re-examination of 
the Central Problems of Monetary Theory, I (New York, 1938), pp. 161-71. 
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ment multiplier, average and marginal rates of savings may differ (if the 
income elasticity of demand for assets is not unity). 


II. The Money Multiplier and the Cash Ratio 


As a net result of prices, income, and preferences the economy prefers to 
maintain some specified fraction (e) of its monetary stock in the form of hard 
cash. The greater this ratio, the smaller is the multiplicative power of the 
banking system. 

A. Multipliers: Series I. Monetary expansion is set in motion by transfers 
from hand-to-hand circulation and by exogenous additions to total circulation. 

1. Beginning with an individual cash transfer from mattress to bank, initial 
deposit ¢ permits c(1 — r) in loans or asset purchases, of which—given the 
division between cash and deposits—(1 — e) returns for the next round while 
e withdraws into hand-to-hand circulation. Deposits added at the limit are: 


(2.1) 

(2.2) AD 

r+e1—r) 

For example, a cash ratio of 14—the approximate value of that fraction in 
this country during the last. decade—added to a reserve ratio of 1/5 reduces 
the deposit multiplier from 5 to 2%. For the special case in which no reserves 
whatsoever are maintained by lending institutions, the convertibility limit acts 
in lieu of the reserve requirement, expansion being halted when (convertible) 
deposits rise to 1/e times the original cash transfer. 

2. When additional currency of amount c¢ is printed or conjured up by 
exercise of Central Bank credit, ce enters hand-to-hand circulation while 
c(1 — e) rotates into the banking system. Deposits added at the limit are: 


c(1 — e) 


(3.1) AD’ = ——————- 
r+el1—r) 

The leverage which money deposited from these two sources exerts upon 
total money (AM), hand-to-hand currency (AH), and deposits (AD) is tab- 
ulated by Series I of Phillson’s Multipliers (Phillips -+- Thomson) in Table 
II, at end. 

B. Stock and Flows. It is reasonable to suppose that the fraction of mone- 
tary stock held in the form of cash varies between classes of economic agents 
so that the ratio e represents the weighted average for the economy. (The 
same is true of the ratio of money stocks to income flows, the ratio of total 
assets to income, and the consumption function.) 

Though at final equilibrium the custom and convenience of the community 
dictate the division of monetary stock, additions to the supply of currency 
may be handled by people with widely differing cash ratios. Therefore, circula- 
tion series, such as (2.1) above, cannot accurately describe the turn of the 
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wheel at any given moment. Assuming a constant average “velocity of trans- 
formation” between different money components, such a series overlooks vari- 
ations about the mean arising from the way the currency is introduced and 
from the types of commercial activity that carry it forward. (The same applies 
to other monetary ratios and functions. ) 

If the value of the cash ratio, e, is to be stable when the system finally 
adjusts to changes in money supply: (1) The cash ratio itself must be inde- 
pendent of (a) the absolute price level, and (b) the absolute size of the 
stock of money. (2) Monetary expansion must be “neutral” with respect to 
the determinants of e; (a) if different agents have different ratios, additional 
currency must be diffused in proportion to existing holdings, and (b) if price 
relatives influence the ratio, the previous terms of trade within the economy 
must be restored. (These issues are first cousins to those involved in the sta- 
bility of the money-income ratio or the Cambridge K.) 

C. Central Bank Credit. Asset purchases from banks and from the general 
public represent the main avenues of entry for Central Bank credit under 
present-day conditions. In the short run, Bank purchases raise the price of 
claims to future income and induce their holders to shift from securities to 
money. (As part of the asset structure, convertible checking accounts equal 
non-interest-bearing bonds with call dates at the owners’ option.) So long as 
the liquidity trap remains shut, new money is not necessarily diffused in pro- 
portion to existing holdings; hence, if the cash ratio of asset holders diverges 
from the community average, the latter alters. 

When expansion is accomplished, new credit released by the Central Bank is 
divided between bank reserves and hand-to-hand currency in the proportion 
r(1 — e)/e. For a reserve ratio of 1/5 and a cash ratio of 4, % of the injec- 
tion is reserved and 5/8 converted to cash. While the latter appears large 
for an e of 25 per cent, the former, recollect, supports deposits equal to 15/8 
of the increment. If the initial dosage enters as printed notes (eligible for legal 
reserves), results are identical, though conversion proceeds conversely. 

D. Retained Deposits. Some of the derived deposits created by the loan will 
ordinarily remain within the bank of issue. For the individual bank with 
reserve ratio r and initial deposit c, let k be the average fraction of the loan 
remaining within its orbit and x the loan potential added. The loan granted 
and (1 — 2) of it withdrawn, final deposits of c + kx equal loans, x, plus 
reserves, r(c + kx). From this we get Phillips’ elegant little expression:* 


c(i — 


4.1 
kr+1—k 


Depending on portfolio policy, banks divide their resources between asset 
purchases and loans in some preferred ratio, a. Having fallen into the hands 
of the bank’s customers, a minute fraction, k’, of expenditures on new assets 
will return for redeposit. (Returns also apply to loans, but are already in- 
cluded in &.) We may then supplement the previous formula by: 


* Phillips, op. cit., pp. 54-57. 
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by 


(4.1.1) x’ 


Asset purchases equal a times the above. 

Will the intrusion of retained deposits revise previous estimates of expan- 
sionary limits (e.g., expression 2.2 above) ? No revision is needed if either (1) 
the same cash ratio is associated with retained deposits as with other deposits, 
or (2) regardless of diverse cash ratios, monetary expansion maintains exist- 
ing proportions between types of deposits. 

The algebra behaves thus: (a) Final deposits at each round are 1/(&r 
+ 1—k) times initial deposits while loans are (1 — r)/(kr + 1 — ). (b) 
k of the loans remaining on deposit with the bank of issue and e being con- 
verted to cash, (1 — & — e) reappears for deposit in the next round: 


D c(1 —r)(1 — k—e) 
by (kr +1 — k)? 
(4.2) \ 
(kr +1 — k)? 
D = —————— = expression (2.2) above. 
r+el1—r) 


Of course, if retained deposits are a maverick brand of money, associated 
with a nontypical cash ratio,® the value of e differs from what it would have 
been in their absence; and shifts in the portfolio policy of banks affect the 
cash ratio of the economy. 


III. The Money Multiplier and Structural Change 


A. The System. In simple outline, the money system embraces two media, 
expressed in identical units and convertible at par, with circulating stock (of 
amount M) consisting of deposit obligations (of amount D) plus hand-to- 
hand currency (of amount H). Hard cash (of amount C) is either circulated 
or held in reserve (in amount rD) by the institutions whose liabilities consti- 
tute the deposit portion of the money supply. The public employs a particular 
ratio (e) of hard cash to circulating stock. 

Translating into algebra and solving for the variables in terms of the pa- 
rameters, we get: 


(5.1) M= 


*Since banking rules sometimes lay down a prescribed fraction of the loan to be held 
in the borrower’s account, cash ratios would likely be lower for retained deposits than for 
other deposits. 


hs 
4 f 
A 
, 
r+el1—r) 
| 


COMMUNICATIONS 


C(1 — e) 
(5.2) = 
r+e(1—r) 
Ce 
(5.3) H = ——— . 
r+e(1—r) 


B. Effects of Structural Changes; Multipliers: Series I]. In money, as in 
other economic areas, the “given conditions” of the inquiry depend on the 
nature of the problem; hence, the “givens” at one stage become the “vari- 
ables” of the next phase. In investigating the money multipliers, we activated 
the machinery either by a transfer from hand-to-hand circulation or by a new 
addition to cash. Both imply changes in some basic parameters of the money 
system. 

Transfer of cash to the banks implies a variation (fall) in e. The following 
derivative, from expression (5.1), indicates how total money reacts to an 
infinitesimal shift in the cash ratio: 


dM — r) 
de [r+ e(1 — r) 


(5.4) 
while Table I portrays the effects of a finite alteration in e (a fall from % 
to 1/5) given certain quasirealistic magnitudes for the other items involved. 


TABLE I.—Errects OF A CHANGE IN THE CasH RATIO 


(Monetary magnitudes in billions of dollars) 


Initial |} Initial Final Amount of 
Parameter | and Final Variable Situation Situation Change 
| Situation 

(1) | (2) \ (3) (4) (5) (6) 

, } M 150 1663 +163 

c | © | D 1124 1334 +205 

a } H 37} 33} — 4} 

| 74 


With monetary stock at 150 billions, of which % is circulating cash, a fall of 
that ratio to 1/5 is signalized by a shift of 7% billions to the banks so that 
deposits are momentarily 120 and circulating cash, 30. Multiplication of 
excess reserves thereupon enlarges money stock by 1/9, in which process 3-1/3 
billions of the initial cash transfer is regurgitated while 4-1/6 remains to 
support 20-5/6 in new deposits. 


Effects of small changes in the cash ratio, in total hard cash, and in the 


reserve ratio are summed up in the second portion of Table II. 


a 
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TABLE MULTIPLIERS*® 


Series I 
Effect on Dependent Variables 
Type of Change 
AM AD AH 
(1) (2) (3) (4) 
A. Transfer, cash to deposits c(1—r)/m c/m —cr/m 
B. New cash issued c/m c(1—e)/m ce/m 
Series II 
Type of Change Effect on Dependent Variables 
(infinitesimal) 
M D H 
(1) (5) (6) (7) 
C. Decrease in e C(1—r)/m? C/m?* —Cr/m* 
D. Increase in C 1/m (1—e)/m e/m 
E. Increase in r C(1—e)/m? C(1—e)*/m? Ce(i—e)/m? 


PROcTER THOMSON* 


* The author is associate professor of economics in Claremont Men’s College and associate 
professor of economic education in the Claremont Graduate School. 


Teaching Hour-Load Assignments in Economics 
Departments in Larger Institutions 


In December 1955 a committee of the economics department of the Uni- 
versity of Illinois undertook a study of typical teaching hour-loads in other 
institutions. The study was confined to the following larger institutions, 
including particularly those offering substantial graduate programs in econom- 
ics, but also a few which do not: Northwestern, Michigan, Michigan State, 
Ohio State, Wisconsin, Minnesota, Indiana, Purdue, Yale, Harvard, Princeton, 
Columbia University Graduate Faculty, Columbia College of Columbia Uni- 
versity, Pennsylvania, Cornell, New York University, Carnegie Institute of 
Technology, Duke, Virginia, Texas, Louisiana State, Stanford, California at 
Berkeley and at Los Angeles, plus Illinois itself. 

The results are presented in Table I. An effort was made to obtain the 
typical figure of actual teaching hour-loads, rather than a nominal “standard” 
load which does not reflect the actual practice. As a consequence a certain 
amount of evaluation of the information was necessary, and the data in Table 
I therefore in part reflect this evaluation. But in most schools the picture was 
sufficiently clear-cut that there was little room for difference of interpretation. 
The figures are expressed in terms of class-hours, with no adjustment for level 
of instruction. 
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TABLE I.—Teacnuinc Hour-Loap ASSIGNMENTS IN EconoMICS DEPARTMENTS 
IN 25 LarGer InstituTIons, 1955-56 


Typical W eekly Class-Hour- Number of Institutions Assigning the Various 

Load Teaching Assignment, Hour-Load Figures, by Faculty Ranks® 
per Full-Time Equivalent senna y 
Associate Assistant 
Professor Instructor 

4 1 1 1 0 

5 0 0 0 0 

6 1 1 1 0 

7 0 0 0 0 

8 10 5 4 3 

9 10 9 5 4 

10 2 4 7 2 

11 0 1 0 0 

12 1» 4 7 15 


* The Columbia Graduate Faculty and Columbia College have been tabulated separately. 
The standard teaching load in the latter is 9 hours at all ranks. 

» In two other institutions the teaching loads for professors are nominally 12 hours, but in 
practice are less for most persons in this rank. 


Several conclusions are suggested by the study: 

1. For the professorial rank, and to a somewhat lesser extent for that of 
associate professor, an 8- to 9-hour teaching load is the standard in a high 
percentage of the institutions covered. The 8-hour figure is found particularly 
in the schools using the quarter system, and in the case of faculty members 
teaching two undergraduate courses and one graduate course. 

2. There is a definite tendency to place a somewhat higher hour-load on 
assistant professors, in large measure because of the greater percentage of 
repeated courses taught. Even at this rank, however, a majority of the institu- 
tions surveyed required a 10-hour load or less. 

3. The most common teaching load for instructors is 12 hours. In most 
institutions this rank is now primarily a predoctoral rank, and in some is 
equivalent to the assistantship rank in other institutions. The usual teaching 
load for half-time assistants is 6 hours. 

4. In many departments adjustments are made in certain circumstances. 
It is not uncommon for some professors to teach 6 hours when the typical load 
for this rank is 8 or 9 hours. 

5. At least half of the institutions surveyed follow a policy of placing 
limited numbers of faculty members on part-time or full-time research for 
temporary periods. In some instances this policy is followed only if outside 
funds are available to cover the research portion of the time; in others this is 
not required. It is very rare for economics departments to make full-time 
permanent research appointments. 

Joun F. Due* 


* The author is professor of economics at the University of Illinois. 
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The Rate of Interest, Fisher’s Rate of Return over Costs and 
Keynes’ Internal Rate of Return: Comment 


In the December 1955 issue of the American Economic Review, A, A. 
Alchian draws attention to the fact that Irving Fisher’s “rate of return over 
cost” differs from the Keynesian “marginal efficiency of capital.” Fisher’s rate 
of return over cost is properly used only to compare two investment projects; 
it draws attention to the fact that, given the cost and revenue streams of such 
projects, their ranking according to the present discounted value criterion may 
vary according to the interest rate used to discount them. The rate of return 
over cost is the critical or turning-point interest rate, at which the two have 
the same present value. 

Rankings of investment projects according to their internal rates of return 
(i.e., to their marginal efficiency) do mot vary with any external interest rate. 
Is there a conflict between the internal rate criterion for profit-maximization 
and the present discounted value criterion? 

To illustrate: Either of two investments, A and B, may be purchased for 
$100, payable immediately. Investment A promises (with certainty) $179 in 
10 years; investment B, $147 in 5 years. The internal rate of return (with 
annual compounding) is 6 per cent on A, and 8 per cent on B. 

At market rates of interest above 4 per cent, B has the higher present dis- 
counted value and would be the preferred investment (assuming that for some 

reason a choice between A and B is necessary) regardless of the criterion used. 

At 4 per cent, the two investments have equal present worths of $121. Below 
4 per cent, A acquires the higher present value. At 3 per cent, for instance, A’s 
present worth is $133, whereas B’s is only $127. 

With matters so presented, it seems as though there can be a real conflict 
between the two criteria. If so, it is not immediately obvious or clear why 
present discounted value should be “universally correct” (Alchian’s phrase) 
or why in some circumstances a 6 per cent rate of return should be chosen 
over an 8 per cent rate. 

Actually, the two rules are not in conflict. The trouble is that descriptions 

usa of investment opportunities such as those supplied for A and B above are 
4 insufficient for rational choice. When the missing information is forthcoming, 


a the two criteria become one and the same. 

: If the market interest rate is 3 per cent, the mere existence of two projects 
4 such as A and B means that adjustment to a competitive equilibrium is in- 
} complete. In equilibrium, such opportunities would not exist. The cost figure 


would be bid up or the revenue figure would be driven down through compe- 
tition until both yielded an internal rate of 3 per cent, thus eliminating any 
need for comparison. 

Direct comparison of two projects is impossible when they cover different 
time-periods. One or both must be renewed until both cover a common 
multiple of the original time-spans. But for this purpose, it is necessary to 
know whether or not renewals can be made on the same terms. In the absence 
of this information, some assumption about renewal must be made. To 
compare A and B on the basis of discounted present worth is to assume that 
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these “disequilibrium opportunities” can last no longer than the stated time- 
periods. At the close of the 5-year or 10-year period, competition (or some 
other unspecified factor) will have removed the opportunity for renewal at a 
better-than-market rate. On the other hand, to compare A and B on the basis 
of their respective internal rates of return is to assume an opportunity for 
renewal on the same terms as before. 

Alternative B (the 8 per cent internal rate project) should be rejected if, 
at the end of its 5-year term, the proceeds can only be reinvested at a market 
rate of 3 per cent. The present worth criterion sets matters up thus: 


Earnings During: 


First 5 Years | Second 5 Years | All Subsequent Years 
Project A | 6% (internal rate) | 6% (internal rate) | 3% (market rate) 
Project B 8% (internal rate) | 3% (market rate) | 3% (market rate) 


The present worth criterion rejects B since 8 per cent over the first half of the 
10-year period and 3 per cent over the second half do not average out so well 
as 6 per cent over the full period. 

Alchian takes account of the need to consider the return on renewals in 
noting (p. 941) that the two criteria will agree in the case where continual 
renewals to perpetuity at the same internal rate are possible. But to confine 
agreement to the perpetuity case seems unduly limiting. They should agree 
whenever the two investments are extended to any equal finite period. Even 
if B can be renewed for only one further period at its 8 per cent rate,’ it 
acquires the same time-span as A, and either measure will then pronounce it 
superior to A, 

Without information as to the opportunities for renewal, neither formula 
can necessarily be expected to furnish a meaningful answer. To assume that 
the particular opportunity lasts for no longer than the time explicitly stated 
may be in keeping with the conventional assumptions of certainty and pure 
competition. Yet however convenient these latter assumptions may be, they 
are thoroughly inappropriate for many capital-involving problems.? Where 
uncertainty exists, where knowledge is imperfect and where market competi- 
tion cannot always be relied upon to iron out profit opportunities, the assump- 
tion implicit in the internal rate criterion may be preferable in so far as the 
circumstances make either concept a usable one. 

RoMNEY ROBINSON* 


* This conclusion will hold even if B can be renewed for its original amount of $100 
only, But such a limited renewal opportunity is clearly a factor which may have to be 
taken into account. 

?In particular, it is sometimes difficult to accept the assumption that a better-than- 
market or “disequilibrium” opportunity is available with complete certainty of revenue. 

* The author is associate professor of economics at Brandeis University. 
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The Capitalization and Investment Aspects of Excise Taxes 
under Competition: Comment 


This note is concerned with the analysis of the capitalization of a general 
tax recently advanced by Professor J. A. Stockfisch in this Review and else- 
where.? Other aspects of excise, corporate, and property taxation discussed by 
Stockfisch will be neglected. 

The essential Stockfisch thesis, which he has applied to general excise, 
corporate income, and property taxation, is that, in so far as a tax is general 
in its impact, there is no capitalization. The tax will act to reduce the yield 
of all earning assets. If it is truly general in coverage, there will be no reallo- 
cation of resources among the various employments since all employments will 
be equally taxed. The reduction in net yield will, ceteris paribus, tend to re- 
duce the capital values of all existing assets. But the interest rate cannot be 
included in ceteris paribus. If a productivity theory of capital and interest is 
accepted, the rate of interest, and thus the rate of capitalization, is determined 
by the net yield of earning assets. Therefore, while the tax uniformly reduces 
the net yield, the smaller income streams are capitalized at a correspondingly 
lower rate and capital values do not change. 

This is essentially the “classical” doctrine on tax capitalization; a tax must 
be partial in order that capitalization may take place. Stockfisch mentions that 
the doctrine was presented in this country by T. S. Adams in 1916, and that 
it was subsequently discussed by Seligman and Davenport. The discussion 
among the Italian fiscal theorists was much more extensive, however, and tax 
capitalization has continued to command attention as an important subject. 
Succinct statements of the Adams-Stockfisch thesis may be found in the works 
of U. Gobbi and U. Ricci.” 

One of the most important contributions of Luigi Einaudi has been his 
demonstration of the fallacy contained in this no-capitalization position. In 
a series of papers, the first one of which appeared in 1912, Einaudi has care- 
fully analyzed the whole problem of tax capitalization.* The constructive 
portion of his analysis consists in the examination of the whole fiscal process, 
the government’s expenditures as well as the tax levy. The net effect of the 
fiscal action upon the net yield of capital is held to be determined primarily 
by the productivity of the state’s usage of the funds relative to the alternative 
productivity of these funds in private employments in the absence of the tax. 


*J. A. Stockfisch, “The Capitalization and Investment Aspects of Excise Taxes Under 
Competition,’ Am. Econ. Rev., June 1954, XLIV, 287-300; “Common Stock Financing 
and Tax Capitalization,” Nat. Tax Jour., June 1954, VII, 182-86; “The Capitaliza- 
tion, Allocation, and Investment Effects of Asset Taxation,” So. Econ. Jour., Jan. 1956, 
XXII, 316-29. 

*U. Gobbi, Trattato di economia, Vol. II, 2nd ed. (Milan, 1923), p. 129; U. Ricci, “La 
taxation de l’épargne,” Rev. d’Econ. Pol., 1927, XLI, 878-79; “La tassabilita del risparmio,” 
La Riforma Soc., 1928, XXXIX, 119-23. 

*L. Einaudi, “Intorno al concetto di reddito imponible” (1912); “Osservazioni critiche 
intorno alla teoria dell’ ammortamento dell’ imposta” (1919); “Intorno alla metodologia 
della teoria della capitalizzazione dell’ ‘imposta” (1934). All of these essays are reprinted 
in L. Einaudi, Saggi sul risparmio e imposta (Turin, 1941). See particularly, pp. 413-14. 
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The Einaudi analysis, although it has been modified in certain respects and 
clarified in others, appears to have been widely accepted by Italian econo- 
mists.* 

Einaudi’s refutation of the so-called classical doctrine on tax capitalization 
appears to be fully applicable to the Stockfisch analysis. In one place, Stock- 
fisch makes the specific assumption that the compensating variation is to be 
allowed to take the form of a reduction in the personal income tax rather 
than in the government purchase of real goods and services or in monetary 
deflation.’ He reaches, only a few pages later, the following general con- 
clusion: 


Imposition of a uniform excise tax on both consumer and new capital 
goods reduces capital and labor earnings proportionately. The nontax 
cost of constructing new assets falls, but the cost, including tax, of 
acquiring new assets remains unchanged. Net anticipated earnings of 
new assets and hence the capitalization rate fall. The earnings of existing | 
assets and the capitalization rate fall pari passu. Lower earnings of 
existing assets are capitalized by a proportionately lower rate and the 
value of the capital stock remains the same.*® 


One can only wonder what has happened to the compensating reduction in the 
income tax in the process. Disposable capital and labor incomes are increased 
by the reduction in the personal income tax so as to offset fully the effects of 
the general excise tax. The two general taxes must exert roughly the same 
influence on the level of total resource earnings. 

One interpretation of the Stockfisch argument would suggest that he as- 
sumes implicitly that individuals estimate capital values on the basis of 
income streams gross of direct taxes. The general excise tax, which is levied 
on both consumer and new capital goods, tends to reduce the income people 
receive as resource owners.” But gross and net earnings remain identical, that 
is, the tax wedge is inserted between final product prices and factor prices 
and the tax payment is made by the entrepreneur not by the resource owner. 
The general income tax, on the other hand, does not reduce resource earnings 
gross of tax. The wedge is placed between gross and net earnings in this case. 
If the behavior pattern of individuals is such that capital values are calculated 
from gross rather than net yields, the implied difference in the effects of the 
two general taxes would seem to follow. But surely this is an unsupported and 
restricted implication for human behavior. In the absence of any fiscal illusion, 
capital values will tend to be based on the use of net rather than gross yields. 
If the compensating variation in the general income tax is retained, there 


*See, M. Fasiani, “Sulla doppia tassazione del risparmio,” La Riforma Soc., 
1928, XXXIX, 123-40; and C. Cosciani, “Intorno alla traslazione ed all’ammorta- 
mento di un’ imposta generale ed uniforme sul reddito,” Riv. Ital. di Sci. Econ., 
1940, II, 1297-1328, for two excellent summary articles, both of which substantially sup- 
port the Einaudi position. 

*“The Capitalization and Investment Aspects of Excise Taxes under Competition,” of. 
cit., p. 289. 

Ibid., p. 293. 

" Ibid., p. 289. 
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would appear to be a simpler and more legitimate means of arriving at the 
conclusion that capital values are not changed by the introduction of the 
general excise tax. As a first approximation, neither the rate of capitalization 
nor the net yield of earning assets changes by the mere substitution of one 
general tax for another. 

There is, however, a more plausible interpretation which may be placed on 
the Stockfisch conclusion that capital values remain unchanged because the 
yield of earning assets and the rate of capitalization fall proportionately. This 
is that he has forgotten about his compensating variation when he reaches his 
conclusions. This view is supported by his failure to make any specific as- 
sumption about compensating variations in his analysis of the capitalization 
aspects of corporate income or of property taxes.* This interpretation is 
further substantiated by the fact that Stockfisch expressly states that his 
analysis is an extension of the fiscal approach associated with Earl Rolph.’ 
This approach holds that it is methodologically legitimate to consider the 
effects of taxes as such independently of any examination of the effects of 
offsetting government expenditures or changes in other taxes.’® It is, of course, 
true that the government’s purchases of real goods and services need not 
change as a result of a tax change. These purchases may, if desired, be placed 
in the ceteris paribus pound. But if this step is taken, offsetting or compensat- 
ing changes must be allowed to occur either through a change in the level of 
other taxes or through a change in the absolute price level, monetary deflation 
or inflation. A tax change cannot be considered in isolation. 

The case in which the offsetting change is allowed to take place through a 
change in the level of other taxes (including negative taxes or subsidies) has 
already been considered. If the compensating variation is that of monetary 
deflation, similar conclusions follow. Since the total real income of indi- 
viduals does not change as a result of a change in the absolute price level, 
neither the net yield of earning assets nor the rate of interest need change." 

The basic difficulty with the Stockfisch approach to general tax capitaliza- 
tion lies in his failure to see that a genuinely general tax in the sense re- 
quired to make his thesis correct is logically impossible in a closed economy. 
If there could exist some fiscal device or some fiscal action which could act 
to reduce the net yield of all real-income-producing sources, including govern- 
ment along with all labor and all capital assets, then the Stockfisch thesis 
would be valid in so far as the pure productivity theory of capital is valid and 


. applicable.’ However, the conclusions attainable in the hypothetical case of 
complete generality cannot be applied to a meaningful general tax which 
4 reduces almost all real income sources because, in absolute magnitude, the 


offsetting effects must be as important as those of the tax. The levy of any real 

*See, “The Capitalization, Allocation, and Investment Effects of Asset Taxation,” 
loc. cit. 

® Ibid., p. 317 n. 

“Cf. E. Rolph, The Theory of Fiscal Economics (Berkeley, 1954), pp. 7-13. 

™ A change in the absolute price level will, of course, affect the rate of interest if a 
capital and interest theory other than a pure productivity one is assumed. 

* Cf. Cosciani, op. cit., p. 1320. 
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tax must allow another tax to be reduced in like amount or allow government 
income to increase in the same magnitude. The economist, when considering 
fiscal actions, is placed under much the same restrictions as the double-entry 
bookkeeper, and fallacious conclusions are often analogous to unbalanced 
accounts. 

It has not been the purpose of this note to suggest that the so-called general 
taxes do, in fact, tend to be capitalized. As Einaudi suggests, the final results 
cannot be determined from any.simple sort of analysis. The effects of the levy 
of a “general” excise, corporation income, or property tax, combined with the 
necessary offsetting variations in other taxes and/or government expenditures 
may increase, reduce, or leave unchanged the average net yield on real capital. 
Similarly such action may increase, reduce, or leave unchanged the rate of 
interest which is appropriate for capitalization purposes. 

James M. BUCHANAN* 


* The author is professor of economics at the University of Virginia. 


Reply 


My excise tax article, against which Professor Buchanan directs most of his 
fire, was devoted exclusively to the effects of excise taxes alone. Any tax in 
isolation reduces private spending and is deflationary since it takes money 
from private individuals. The nature of this deflationary effect is properly the 
subject of monetary theory. Rather than conduct an exercise in monetary 
theory every time one says something about a particular tax, it is convenient 
to ignore—or abstract from—the tax’s deflationary impact. Throughout my 
excise tax analysis I therefore relied on a “compensating variation” in the 
form of “a reduction of personal income taxes, or an increase in government 
transfer payments, or both, so as to keep the level and distribution of dis- 
posable income unchanged” (p. 300). This assumption was simply a method- 
ological device to avoid handling the deflationary impact that a tax in isola- 
tion exerts. I was not concerned with the effects of personal income taxes 
and/or transfer payments on capital values, asset earnings, or the capitaliza- 
tion rate. More accurately, I was ignoring whatever effects exerted by other 
fiscal acts like my hypothetical compensating variation, government spending, 
debt operations, or any other actions that would in real life prevent the defla- 
tion that a tax in isolation would cause. I implicitly assumed that the particu- 
lar compensating variation I employed was “neutral” and would not affect 
asset earnings, the capitalization rate, or capital values. 

Buchanan, however, asserts that the reduction of personal income taxes 
(and the increase of transfer payments), with the imposition of my general 
excise tax, will increase asset earnings and the rate of return in such a way as 
to offset exactly the effects I attribute to the excise tax alone. Hence he 
appears to reach the same general capitalization outcome I reach, although 
for different reasons. 

Buchanan holds the capitalization rate is derived from the cash payout of 
assets after personal income taxes (and transfer payments). He suggests that 
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the rates of return people use for capital budgeting purposes directly reflect 
personal income taxes (and transfer payments). Frankly, I had never con- 
sidered these as likely consequences of personal income taxes (and transfer 
payments). Moreover, I doubt that personal income taxes have these effects. 
Rather, I prefer to go along with Irving Fisher and make a sharp distinction 
between the earnings of things, particularly nonhuman resources, and the 
money people receive because they own things—including themselves and 
claims that entitle them to transfer payments. It was the earnings of things, 
specifically the agencies for which it is meaningful to keep capital accounts, 
and the behavior of people toward things with which my analysis dealt. If 
the distinction between the earnings of things and the personal income of 
private individuals is relevant, and the logic and justification for capital 
accounting rests on this distinction, then it seems appropriate to hold that any 
force which reduces asset earnings will lower the capitalization rate even 
though the disposable income of private individuals somehow remains un- 
changed—provided, of course, we accept a “productivity” theory of capitaliza- 
tion rate determination. 

Nevertheless it may be possible that a reduction of personal income taxes 
(and an increase of transfer payments) in combination with the imposition 
of a general excise tax will have the effect on asset earnings and the capital- 
ization rate which Buchanan asserts. I would not be dogmatic about the point. 
If Buchanan should be correct, then all I can say is that I made an unhappy 
choice of a “compensating variation”; and that Buchanan’s interpretation of 
the particular combination of fiscal acts I used may be a better one than mine. 
However, had I used some other “compensating variation” —like the reduction 
of a hypothetical poll tax—to by-pass the deflationary impact of excise taxes, 
my analysis of the capitalization effects of excise taxes would have been the 
same. But had I done so, Buchanan no doubt would have “demonstrated” 
that my “neutral” poll tax was not neutral after all. 

Yet it is not clear that Buchanan himself really believes that personal in- 
come taxes (and transfer payments) directly affect the capitalization rate and 
asset earnings relevant for individual behavior toward assets. Rather, his 
assertions about this substantive issue seem to be his way of “demonstrating” 
the superiority of his methodology of tax analysis over mine. The main point 
of his remarks is that it is improper to consider the effects of a given tax as 
such independently of an examination of the effects of offsetting government 
disbursements, including changes in other taxes. The tax analyst must take 
account of what is done with the proceeds of the given tax he examines. It is 
my view that it is legitimate to consider the effects of a tax as such, in isola- 
tion from other fiscal acts. I do not feel it necessary to take account of what is 
done with the money in order to say anything about a given tax. Matters of 
methodology are often matters of taste, and most of us are inclined to let each 
man go his way. But there is a widespread tendency in the field of government 
finance for people who belong to the “what is done with the money?” school 
to criticize the work of those of us who choose to examine each fiscal act in 
isolation because we do not employ their methodology. I freely plead guilty 
to the charge. 
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There are two answers to Buchanan’s methodological criticism: First, I 
could suggest that those who, like Buchanan, criticize the work of others (like 
myself) because we do not take account of what is done with the tax proceeds, 
should develop a theory of government spending. Then we could put the 
separate theories together and have a more satisfactory treatment of fiscal 
economics than we presently have. A theory of debt management and a theory 
of transfer payments would also be necessary to take care of Buchanan’s 
complaint, because the proceeds of any given tax may be used to retire gov- 
ernment debt or to pay pensions. 

The second answer is that it is impossible to determine what is done with 
the proceeds of any given tax under modern monetary institutions. The dollars 
a given tax raises go into a cash balance, which is augmented by the proceeds 
of other taxes, bond sales, and the sale of government-provided goods and 
services. From this cash balance the government spends and thus acquires 
goods and services, it retires debt, and it makes transfer payments. If 
Buchanan means that the analysis of a given tax should encompass an analysis 
of every possible use that may be made of tax dollars, he is asking for a 
completely integrated theory of fiscal economics, the formulation of which 
must transcend the separate examination of distinct fiscal acts and of taxes 
as such. 

For the time being I choose to concentrate on taxes alone, and on excise, 
corporate, and property taxes in particular. This choice rests on the feeling 
that each tax exerts effects which are peculiar to the given tax, and that these 
effects are important. Moreover, I feel that the effects of any given tax are 
independent of what is done with the proceeds of that given tax. 

If taxes do exert effects peculiar to themselves and independently of what 
is done with the tax proceeds, then it is methodologically legitimate to ignore 
(or abstract from) “what is done with the money,” even if we know in fact 
what is done with the specific dollars raised by a particular tax, which we do 
not. These effects of taxes are a consequence of shifting their money burden 
(a tax’s “income effect”) and the ramifications of that shifting process 
throughout the price system. The shifting process is complex. It merits 
intensive analysis. It is difficult—for most of us at any rate—to treat such a 
complex process and simultaneously develop theories of government spending, 
debt management, and transfer payments. 

Buchanan states that: “The net effect of the fiscal action on the net yield 
of capital is held to be determined primarily by the productivity of the state’s 
usage of the funds relative to the alternative productivity of these funds in 
private employments in the absence of the tax.” This is Einaudi’s argument. 
(If the adverb “primarily” is taken seriously, the statement really means that 
taxes are relatively unimportant—it is what the government does with the 
money that is vital. But this is only an assertion.) What this statement more 
generally means may be illustrated by the following example. Suppose the 
government imposes a general excise tax of $10 billion. It simultaneously 
increases, say, its peanut-purchasing program by the same amount. The tax 
per se, as I had hoped that I had demonstrated, will lower the rate of return 
on investment. The peanut-procurement program, however, may increase the 
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rate of return because it possibly stimulates new investment and even sets off 
a wave of Schumpeterian innovations that raise the marginal efficiency of 
investment even more than the tax lowered it. Such possibilities reveal the 
substance of Buchanan’s remark that a general tax may lower, increase, or 
leave the rate of return unchanged. In other words, a given government dis- 
bursement program can exert a set of effects that may offset, intensify, or 
swamp the effects of a given tax. I do not deny the possibility. But I fail to 
see that this is a basis for holding that it is improper to analyze separately the 
effects of taxes from the effects of other fiscal acts. Therefore it appears to 
me that Buchanan’s methodological point remains an assertion. 

Separate analysis of distinct fiscal acts, however, requires abstraction. If 
Buchanan is only saying that abstraction must be done carefully, I will agree 
with him. If he means that abstraction is pointless, I will not agree because 
I am not antitheoretical. I will admit, however, that the particular “com- 
pensating variation” I chose—a reduction of personal income taxes and an 
increase of transfer payments—may affect the rate of return in the manner 
Buchanan asserts or assumes. But before I admit the point, I would like to 
see a definitive demonstration of it. I invite Buchanan to undertake an 
analysis of the capitalization and rate-of-return effects of personal income 
taxes (and transfer payments). If he does, I am willing to bet that he will 
have to analyze income taxes in isolation from other taxes and fiscal acts. And 
when he does, and presents his findings, I promise that I will not attack him 
with the argument that “ he did not take account of what was done with the 
tax proceeds.” 

J. A. StocKFiscH* 


* The author is assistant professor of economics at the University of Wisconsin. 
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BOOK REVIEWS 
General Economics; Methodology 


International Economic Papers, No. 5. Translations prepared for the Interna- 
tional Economic Association. Edited by ALAN T. Peacock, WoLFrcANc F. 
Storper, RaLpH Turvey, and HENDERSON. (London and 
New York: Macmillan. 1955. Pp. 199. $3.50.) 


This is the fifth volume in a series that has already made a place for itself 
in the profession. It differs from its predecessors in one respect: it has a theme. 
Three-quarters of the space is given to a group of translations from the Golden 
Age of Italian economics, One is reminded of those all-Italian programs that 
Toscanini used to put on at unpredictable intervals, and like them, the results 
are uneven. 

The first piece consists of some wholly charming reminiscences by Luigi 
Einaudi of Italian economic thought and Italian economists during the first 
half of the century. There is a certain fairly-tale quality that comes from the 
frequent mention, often in terms of lavish praise, of names which mean abso- 
lutely nothing to the English-speaking reader (Toscanini again). It is fasci- 
ating to read that “anyone who wishes to discuss consumer’s surplus will be 
well advised to turn to Gobbi’s famous note.” It is also interesting to learn 
that Barone, in addition to his military duties, wrote movie scenarios. And 
that Croce’s advice to Italian economists was: “Don’t think—calculate.” 
Finally it is both remarkable and pleasant to have from the pen of the ex- 
President of the Italian Republic an elegant and graceful statement of the 
position that the best and most useful thing for an economic theorist to do is 
to make economic theories. 

The second item, an essay by Pantaleoni on “Some Phenomena of Economic 
Dynamics” was something of a disappointment to me. The author’s reputation 
and the title lead one to expect a piece of hard solid analysis. Instead a few 
economic ideas simply serve as a scaffolding on which are hung a lot of social 
and political observations, some of them quite interesting, on the economic 
functions of the state, the emancipation of women, neo-Malthusianism, etc. 

Next comes the piece de résistance, Pareto’s famous encyclopedia article on 
Mathematical Economics. This must now be the most substantial example of 
Pareto’s economics available in English. The article is marred somewhat by 
its violently polemical tone, although the enemies are generally left unspeci- 
fied except for Bertrand. But nevertheless it is a remarkable intellectual 
achievement, and in some ways quite modern in tone. For example, at the very 
beginning Pareto defines the price of one commodity in terms of another as 
the marginal rate of substitution along some particular surface. Again, he 
introduces the theory of consumer choice in a completely behavioristic way, 
very close in spirit to the idea of revealed preference. The index function 
simply describes the way an individual will move. Indifference curves arise 
out of the construction (and could be replaced entirely by a family of offer 
curves); it is only later that they are given an interpretation in terms of 
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satisfaction. This is far from saying that Pareto can be credited with the 
revealed preference idea; he states no axioms, he doesn’t worry about consist- 
ency conditions, he gives no rigorous construction. But the approach would 
not have been alien to him. 

There is a very compressed discussion of general equilibrium in the course 
of which Pareto finds expressions which appear to be equivalent to the Slutzky 
equations. Once again there is no idea of a breakdown into income and substi- 
tution effects, or of compensated variations. As another example I might call 
attention to a long footnote on duopoly. In the first instance this is directed 
against Bertrand, but it is mainly devoted to Cournot’s solution. Pareto sees 
quite clearly what kind of behavior by the duopolists underlies the Cournot 
solution, and he criticizes this as naive. But he has nothing to put in its place, 
and in fact the notion that one could construct a catalog of duopoly solutions 
for alternative behavior patterns seems not to have occurred to him. 

One could find faults. There are a couple of technical slips. For a man who 
lays such store by the multiplicity of utility functions, Pareto is excessively 
devoted to his (noninvariant) cross-derivative measure of complementarity. 
And with regard to the integrability problem and the famous open cycles, 
Pareto seems to have thought of his individual as literally eating his way 
along his preference field, which confuses the point, such as it is. But such 
mistakes don’t spoil the grand effect. 

The fourth item is a longish article on Dumping and Price Discrimination, 
dating from 1914, by Pasquale Jannaccone. Most of it is an excellent institu- 
tional discussion of the conditions and purposes of price discrimination. At 
the end the author considers the circumstances in which dumping by a de- 
creasing cost industry may lead to welfare gains. This leads to a discussion of 
the relation between average and marginal cost curves and to some odd 
welfare economics. I confess that I don’t know offhand whether this sort of 
thing was advanced for 1914. By the standards of 40 years later, it is ele- 
mentary. 

The final piece in the Italian group is a little paper on Related Costs in the 
Economics of Transport by Barone. It is concerned with the equilibrium of a 
multiproduct firm (under various market conditions) with joint costs and 
where the different products all use up some of a common fixed facility so 
that there is an over-all limitation on outputs. This is a simple enough prob- 
lem for the calculus, but Barone’s treatment is a gem of exposition. By the 
way, one of the cases he takes up is that of a public monopoly which must 
cover costs but otherwise prices in the interests of society. His approach is a 
straightforward consumer surplus one. 

There are five other papers translated. One by Dag Hammarskjold traces 
a Swedish discussion begun by Davidson and Wicksell on the aims of mone- 
tary policy. Davidson and some others seem to have argued that when pro- 
ductivity increases, the price level should be made to fall because creditors 
deserve to have returned to them not the same amount of commodities that 
they surrendered originally, but the same amount of some kind of real effort 
or absolute Ricardian value. A second Swedish contribution by Borje Kragh 
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tries to go a step behind the Keynesian liquidity preference function, and 
stresses particularly the distribution of the outstanding stock of bonds among 
holders with different tastes and expectations. A short note by Kurt Roths- 
child argues that certain institutional factors and market imperfections lend 
some weight to the presumption that a devaluing (small) country’s terms 
of trade will deteriorate. Tinbergen and Schouten describe a fairly aggre- 
gated set of moneyflow accounts used in the Netherlands for policy purposes. 
And Hans Theil briefly compares the reliability of economic forecasts in the 
Netherlands, the United Kingdom, and the Scandinavian countries. His pro- 
cedure is noteworthy for the realization of the fact that some things are just 
naturally more difficult to predict than others, and for an attempt to allow 
for this in constructing a criterion. All of these are perfectly competent 
papers, but nothing special. 
Rosert M. SoLow 
Massachusetts Institute of Technology 


On Freedom and Free Enterprise: Essays in Honor of Ludwig von Mises. 
Edited by Mary SENNuHOLz, (Princeton: Van Nostrand. 1956. Pp. xiv, 
333. $3.50.) 

Nineteen authors have contributed twenty essays in honor of the fiftieth 
anniversary of Ludwig von Mises’ 1906 doctorate. Among the contributors 
are F. A. Hayek, Fritz Machlup, Wilhelm Roépke, Jacques Rueff, Bertrand 
de Jouvenel, F. A. Harper, economist for the Foundation for Economic Edu- 
cation, and Henry Hazlitt, who reprints two book reviews. The essays are 
grouped under six headings: Grato Animo Beneficiique Memores, On the 
Nature of Man and Government, On Scientific Method, The Economics of 
Free Enterprise, The Hampered Market Economy, and On Socialism. 

The volume does not rank among the neotraditional liberals’ more serious 
efforts. Much of the content is eulogy and reiteration without benefit of sub- 
stantial argument and thus conveys the impression that the authors expected 
most of their readers already to be well acquainted with Human Action or 
some other major work in the stream of crusading literature which the neo- 
traditional liberals have turned out in the last two decades. Indeed, some of 
the essays are reminiscent of speeches at political rallies, in that they seem 
to be intended not so much to attract new followers as to warm the hearts 
and raise the fighting spirit of the Faithful. 

Eulogy and bald reiteration are especially characteristic of Parts I and II, 
which most non-Faithful readers probably will choose to run over lightly, 
pausing perhaps to take a second look at such statements as: 

“One of the greatest contributions of Ludwig von Mises has been to show 
through rigorous reasoning, and a hundred examples, how government inter- 
vention in the market economy always finally results in a worse situation 
than would otherwise have existed, even as judged by the original objectives 
of the advocates of intervention.” (Hans F. Sennholz, p. 83.) 

“Both fact and logic seem to me to support the view that savings invested 
in privately owned tools of production amount to an act of charity. And 
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further, I believe it to be—as a type—the greatest economic charity of all.” 
(F. A. Harper, p. 99.) 

Perhaps the most ambitious essay in the volume is Murray N. Rothbard’s 
“Toward a Reconstruction of Utility and Welfare Economics.” Rothbard 
reviews the controversy over the “old” and the “new” welfare economics, 
rejects the old as false and the new as futile, and reaches a new set of con- 
clusions by concentrating on “demonstrated preference” as revealed in market 
exchange. “Since every exchange demonstrates a unanimity of benefit for 
both parties concerned, we must conclude that the free market benefits all 
its participants . . . the processes of the free market always lead to a gain in 
social utility. And we can say this with absolute validity as economists, with- 
out engaging in ethical judgments” (p. 250). On the other hand: “It is the 
essence of government that it alone obtains its revenue by the compulsory 
levy of taxation. All of its subsequent acts and expenditures, whatever their 
nature, rest on this taxing power. . . . Since some lose by the existence of 
taxes . . . we deduce that: no act of government whatever can increase social 
utility” (p. 252). But Rothbard admits that his reasoning does not establish 
the absolute desirability of laissez faire: “To the person who scorns social 
utility or admires coercion, our analysis might furnish powerful arguments 
for a policy of thoroughgoing statism” (p. 262). 

Other essays, such as F. A. Hayek’s “Progressive Taxation Reconsidered,” 
L. M. Lachmann’s “The Market Economy and the Distribution of Wealth,” 
and Leonard E. Read’s “Unearned Riches,” reinforce the impression of a 
volume much more radical in its policy recommendations than, say, Henry 
Simons’ Economic Policy for a Free Society or contributor Wilhelm Répke’s 
The Social Crisis of Our Time. Read sets the tone of much of the volume 
when he writes: “It is to the enduring credit of Ludwig von Mises that he, 
for several decades, has been the foremost ‘reactionary’ among scholars, a 
reactionary of reason and economic theory. For this he merits our admiration 
and gratitude” (p. 189). 

In Part III, On Scientific Method, the authors are not nearly so interested 
in carrying on the great crusade against intervention and progressive taxes. 
Répke reprints a German article, “The Place of Economics among the 
Sciences”; and Machlup has fun talking about “The Inferiority Complex of 
the Social Sciences,” as evidenced by “Historicism,” “Institutionalism,” “Hol- 
ism,” “Behaviorism,” “Operationism,” “Metromania,” ‘Predictionism,”’ 
“Mathematosis,” and “Experimentomania.” Louis M. Spadaro comes the 
closest to the crusading spirit when he develops a Mises-type attack on the 
use of averages and aggregates in economics: “. . . the current resort to 
aggregates of all kinds is a facet of our hastening approach to central con- 
trol as an ideal in economic affairs. Bureaucracy requires classification of 
economic life into relatively few broad bands of manageable ‘homogeneity’. . . . 
In a sense, Socialism itself can be defined as the political form of central 
tendency; it uses the concept of average not only as a means of computation 
but also as an end” (pp. 159-60). 

Henry M. Otrver, Jr. 
Indiana University 
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Essential Economics. By A. SmitH Ponp. (New York: Harcourt, Brace. 
1956. Pp. x, 534. $5.75.) 


Somewhere between the demands of economics as they are honored by 
the conscientious theorist and the requisites of pedagogy lies the narrow path 
to an effective principles text. Even when accepted by the theoretician- 
teacher, the modern text usually enjoys an acclaim and allegiance so transient 
that one suspects the trouble may lie less with its author than with the 
fluctuating loyalties of the teacher, who senses a degree of conflict in the 
composite standards of his craft and his science. 

So it was partly sheer good fortune when, before the mathematization of the 
science, Mill’s Principles (that “most lucid and systematic” of volumes, 
as Laughlin observed) enjoyed such prolonged popularity. For no differences 
were generally seen then—though Jevons did see some—between the require- 
ments of effective teaching and sound theory. Marshall, if these differences are 
real, faced an even more difficult problem than Mill in packaging a more 
massive and intricate product of economic knowledge. Yet he managed to 
subordinate the mathematical trappings to the degree necessary to ensnare 
the teacher, as yet uncorrupted by the pragmatics of modern teaching, and 
the student still untainted by creeping illiteracy. 

But now that illiteracy has infiltrated the classroom and the teacher’s 
pace has correspondingly slowed, while the standards of good theory are ever 
more clear, the narrowing path is still harder to find. Of course the quest can- 
not be abandoned, though false leads abound. Theory, whether micro or 
macro, so often rides uncomfortably in the racy and imprecise language of 
the popularizer and is somewhat damaged in transit. But still it rides. Writers 
who note this damage with dismay veer in the direction of greater formality 
and some, notably Samuelson, have remarkable success in effecting a new 
compromise, though their logic may still be too potent for the majority of 
students. Others turn in different directions, packing texts with a maximum 
of colloquialism and ambiguity and a potpourri of topics to satisfy the varied 
demands of tradition and innovation: “I have here a chapter on comparative 
systems,” and, “Please note the section on growth economics.” “We cover 
micro and macro theory, offer but a thousand pages and, above all, dear 
teacher, there is Readability!” Is it from our authors’ theoretic subconscious, 
or the market structure of this industry, that the spurious differentiations 
emerge, so familiar to us in other contexts? 

Smith Pond assumes that the pocket encyclopedia and back-to-the-prin- 
ciples approaches are both inadequate to contemporary needs. The raw state 
of the elementary student requires gentle handling, but without an obsequious 
dilution of language and consequent ineffectuality. The psychic shocks of 
geometry and formula in the presentation of theory are largely avoidable, and 
a precision of language may be substituted. His is Jevons’ assumption with 
the practical application in reverse: “The symbols of mathematical books 
are not different in nature from language. . . .” A. G. Hart’s prefatory obser- 
vation is accurate: “. . . the standard of the book is to bring the student to 
a real working command of a considerable amount of economics, rather than 
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to bring a vast amount of economics to the level of a parlor accomplishment.” 
The standard is implemented by the author with great skill and intelligence. 

Following a discussion of “economic well-being” wherein productivity and 
output concepts are paid preliminary due, he moves rapidly to a superior 
discourse on the limitational functions of resources and conservation issues. 
The framework of the American economy is then filled out with chapters 
on men, machines, and the institutional means of the enterprise system. Part 
I concludes with a definition of market structures (theory of price) and an 
historical survey of antitrust, the latter demonstrating a keen sense of the 
significant and a neat talent for incisive writing. 

Part II finds a foreshortened distribution theory in its traditional niche 
just aft of production and price and features an unusually serviceable section 
on consumer economics. Problems of finance, stability and progress comprise 
Part III: money and banking, public finance and economic fluctuations, with 
no articulated growth theory. With description of the framework and certain 
behavioral characteristics of the system taken care of, the subject matter now 
tends to become “problem oriented.’”’ The remaining two sections are quite 
traditional in topic, covering public utilities and transportation, labor, agri- 
culture and, finally, the United States in the world economy. The text is 
admirably footnoted with the end in view of servicing the student rather 
than of impressing the teacher. To this end, discussion questions (good, 
though a bit lacking in fire) and excellent references are appended to each 
chapter. 

Throughout, but particularly in dealing with the later problem areas, Smith 
Pond tills most diligently the hard soil of institutional outline and historical 
event. He remembers that there was an agricultural policy of significance 
before 1933; he finds space in which to describe those letters and bills of 
foreign commerce that leave the literal-minded student a straw to cling to 
in the rough passage from domestic to international economics. He tills some- 
what less vigorously throughout the mechanics of pure theory, a circum- 
stance which, if one accepts his basic point of view, can be accepted with 
equanimity. It can be accepted, too, for the lucidity of what he does present 
in the way of formal theory, and his own use of theory in the formulation 
and analysis of policy issues gives the volume a kind of fundamental unity 
which chiefly distinguishes it from many another more lengthy and com- 
partmentalized text. Theory, at the level at which he presents it, is both 
defendable and defensible. 

It is not without a tinge of regret, however, that this writer contemplates 
Smith Pond’s accomplishment. Part of this is, perhaps, a somewhat Mitty-ish 
dream of funneling micro and macro principle in a more pristine form into 
the eager and receptive minds of freshmen. Part of it is a hearkening to a 
warning once issued by Archbishop Whately: “I can suggest no argument 
by which you can either convince those who care nothing for self-contradic- 
tion, or silence those who are bent on mere eloquence.” If Whately is correct, 
then minimization of the mechanics of theory will not suffice to convince 
those who do not mind self-contradiction. Among these, alas, are a good many 
elementary students. But my reservation is, after all, principally with respect 


te 
; i 
4 
Be. 
| 
a 


BOOK REVIEWS 987 


to the extent to which the “ideal” text will incorporate formal theory in a 
formal manner within its structure. Smith Pond has in nowise abased econ- 
omics in his effort to cater to students’ needs; and there is much, much more 
than mere eloquence in this superior volume. 
JAMEs F. BECKER 
New York University 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Income of the American People. By HERMAN P. Mitter. (New York: John 
Wiley, for the Social Science Research Council in cooperation with the 
U. S. Department of Commerce, Bureau of the Census. 1955. Pp. xvi, 
206. $5.50.) 

This monograph is an excellent guide to the stock of information on the 
size distribution of income in the United States that has been gathered and 
analyzed by the Census Bureau. After two brief introductory chapters, the 
author shows (Ch. 3-6) how the dispersion of individual income is related 
to variations in the residence, age, sex and occupation of the recipients. In 
Chapter 7, the distribution of family incomes is analyzed and related to the 
distribution of income among individuals. 

The material analyzed in the first seven chapters refers to the period circa 
1950. It thus gives a cross-sectional view of the distribution of American 
income, as of these years. This is supplemented in the final two chapters by 
an account of the changes in income distribution occurring between 1939 
and 1951, and a consideration of several hypotheses that might serve to 
explain them. 

The reader who needs definitions of concepts is well provided for in Ap- 
pendix A. For those inspired to look further into the subject, there is a sub- 
stantial bibliography, and for those skeptical souls who question the validity 
of survey material on income, Appendix B provides considerable material for 
reflection. Appendix B, it seems to me, makes a strong defense for the validity 
of Census Bureau income data—especially those gathered in the Current 
Population Survey. 

The exposition is lucid and no more technical than the subject requires. 
It is doubtful that the general reader will appreciate fully the information 
spread before him, but this will be due to his failure to ask sufficiently de- 
tailed questions rather than to any difficulty in following the answers. The 
reader who is familiar with the literature will not find any very startling 
results. However, the analysis of income dispersion by occupation—especially 
for detailed occupations—in Chapter 5 has not been published previously, and 
the tables underlying the analysis (presented in Appendix C) will facilitate 
further research. The finding that white southerners have an income dis- 
advantage after the effects of city size and age are eliminated (pp. 44-45) is 
a contribution to the discussion of a disputed point, and the analysis (Ch. 9) 
of the various factors contributing to the equalization of income since 1939 
is a useful development of the author’s previous work in this field. 
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Despite the book’s generally high standards, a few sins of omission must 
be noted. In Chapter 3, the author attempts to explain the causes of indi- 
vidual income inequality without noting the very real contribution to income 
concentration made by the distribution pattern of interest and dividends. 
Indeed, the reader would not learn from this book that these types of in- 
come were more concentrated in the hands of the “rich” than earnings. To be 
sure, the relevant data came from the Bureau of Internal Revenue and not 
the Census, but a balanced picture would require some reference to these 
facts. 

The analysis of regional differences in income (Ch. 4) almost completely 
ignores differences in industrial composition. These differences are not en- 
tirely reflected in differences in occupational structure, and they have been 
found of considerable importance in explaining regional differences in hourly 
earnings of factory workers. In Chapter 6 (pp. 71-76) the author accepts 
the view that the aged (over 65 years) who are outside the labor force are 
not genuine job candidates. Perhaps this is true, but if so it is necessary to 
explain the secular decline in the percentage of the aged in the labor force. 

But these criticisms of detail should not obscure the very real value of the 
book. For some time to come, it will be a standard reference both for users 
and analysts of income statistics. 

M. W. REDER 

Stanford University 


Capital and Its Structure. By L. M. LacHMANN. (London: G. Bell and Sons, 
Ltd. 1956. Pp. xi, 130. 15s.) 

This provocative, but somewhat inconclusive essay in the theory of capital 
takes as its central themes the heterogeneity of capital as a structure of re- 
lated and largely complementary objects, the significance of the price system 
as an information system governing rearrangements of these objects, and the 
invalidity of the equilibrium concept in a world in which surprise is an essen- 
tial part of the process. 

These are all important themes, and the author employs them in a succes- 
sion of critical comments on some current theoretical preconceptions, espe- 
cially of the Keynesian system. Thus because of the essential complemen- 
tarity of capital items he denies any necessity for declining investment 
opportunities, or for a declining rate of profit as capital accumulates, a doc- 
trine which he thinks arises out of the illegitimate notion of capital as a 
homogeneous fund. When capital is seen explicitly as a heterogeneous struc- 
ture of related assets, it is clear that additions to this structure may create 
new “holes” in it as well as fill up existing holes, and investment is regarded 
as the process of filling up gaps in the structure. Innovation, in this view, 
would presumably consist in perceiving holes in the structure which nobody 
had noticed before. 

The view of the price system as an information system and of the market 
as an organizer of information leads to a sharp defense of the stock market 
against the Keynesian criticism (on what seems to this reviewer to be the 
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somewhat dubious ground that the forward market in securities is an ade- 
quate safeguard against “meaningless” price fluctuations). Discontent with 
the equilibrium notion leads to a criticism of the asset-preference theory of 
markets on the ground that asset preferences are not really “givens” to the 
economist in the way that consumer tastes are, but must be deduced from 
the expectations of the capitalists. 

The work is highly condensed in style, and in spite of its brevity it is not 
possible in a short review to do justice to the many interesting suggestions 
which it contains, There is an interesting concluding chapter on the trade 
cycle which restates the case for the “structural” theory of the collapse of 
the “strong boom,” associated with such writers as Spiethoff and Hayek. 
This could be pondered with advantage by those whose thought on the busi- 
ness cycle is completely confined within the limits of underconsumption 
theory. 

In spite of its many interesting insights and suggestions, the work lacks 
the analytical apparatus to build its suggestive themes into a complete theory. 
It is good to point out that capital has a structure; it isa much more difficult 
task to devise an analytical abstraction to describe this structure and derive 
testable propositions. Similarly it is good to point out the information func- 
tion of the price system: it is a more difficult task to build an analysis of the 
economic information system as a whole. Thus the author neglects the prob- 
lem of nonprice information, and consequently takes much too gloomy a view 
of the effect of rigid prices: there are many other sources of information 
leading to change in structural images, such as delays in fulfillment of orders, 
sales campaigns, and so on, some of which may even be more accurate and 
sensitive than prices as a source of essential information. The author makes 
no use of recent developments in organization theory, game theory, or general 
behavior theory, many of which are highly relevant to his problem. It is to 
be hoped, however, that this essay will draw attention to some neglected 
elements of the economic process and will stimulate further work on them. 

K. E. BouLpING 

University of Michigan 


La formation des prix—Analyse des rapports entre la théorie économique et 
la politique industrielle. By JEAN-PIERRE DE Boprt. (Brussels: Les Edi- 
tions de Visscher. 1955. Pp. viii, 217.) 

The thesis of this book is simply stated: In most market situations full- 
cost pricing constitutes “the best practical approximation to the marginal 
theory” (p. vi, and passim). Professor de Bodt argues that entrepreneurs 
faced with demand curves of less than infinite elasticity cannot accurately 
calculate marginal revenues. For various reasons, moreover, they are likely 
to eschew short-run profit maximization in favor of long-run considerations. 
Nonetheless, negotiated prices and successive price adjustments are a manner 
of approaching the marginalist solution. Every negotiated contract “is studied 
from a point of view which is purely marginal” (p. 62). 

But the major argument seems to be that, over the effective range of output 
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variation, returns to variable factors and therefore average variable costs are 
likely to be constant. This constancy depends on the divisibility of fixed fac- 
tors, and results in the coincidence within the limits of output variation 
of marginal and average variable costs. To this constant variable cost, the 
entrepreneur adds a margin, which tends to be fixed regardless of short-run 
variations of output. De Bodt thinks that divisibility of the fixed factors is a 
frequent phenomenon in industry, and points particularly to the textile in- 
dustry (p. 44). I wonder if he would have been as confident of the prevalence 
of divisibility had he looked for examples in the metallurgical or machinery 
industries. 

In the second part of the book recent discussions of price theory and 
market structure are briefly described and criticized. Part 3 (“Problems of 
Application”) consists of discussions of the problems of selling below cost 
in times of stress, and of “imposed prices’”—that is, resale price maintenance. 
With regard to the former problem the author introduces the interesting con- 
cept of margin-elasticity (¢lasticité de margin). This is the percentage change 
in quantity demanded divided by the percentage change in the margin added 
to the (by hypothesis, constant) average variable cost. The entrepreneur, 
faced with pressure, can determine the limit of desirable price concession by 
the point where margin-elasticity becomes unity. 

With respect to resale price maintenance, it is perhaps reflective of Belgian 
conditions that the author’s discussion is couched principally in terms of 
possible uneconomic losses imposed on manufacturers by distributors who 
engage in price-cutting and press manufacturers for price concessions. There 
is no mention of the pressure of small-scale competitors—as in the United 
States—for price maintenance and large margins. The author thinks also 
that imposed prices “can be viewed . . . from the point of view of the con- 
sumer, as a protection against sale at higher prices” (p. 206), a conclusion 
which is to say the least unproven. 

To return to the basic argument: The author has with much ingenuity 
indicated various connections between business practice and marginalist 
theory, at least where variable cost functions are constant. But what in fact 
is the importance of the correspondence—or lack thereof—between margin- 
alist theory and the entrepreneur’s procedure? The author apparently assumes 
that theory must be helpful to the entrepreneur in his determination of price, 
and that it “loses interest” if it does not describe the manner in which 
entrepreneurs determine price. This seems to me to be wrong on both counts. 
I do not mean to say that if the businessman understands the theory of profit 
maximization, and is able to determine marginal functions, he will not bene- 
fit. But the fact that he does not understand, or cannot determine functions— 
though perhaps regrettable—does not invalidate the theories, nor deprive 
them of significance. It merely means that, in so far as they are valid, they 
describe a framework within which the entrepreneur operates, or a field of 
forces to which, if the entrepreneur understands them, he may adjust; and 
against which he may, to his sorrow, in his ignorance run shipwreck. That 
the author (in my opinion) overemphasizes the importance of what is in the 
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entrepreneur’s mind or what he can know does not however detract from the 
stimulating discussion of full-cost pricing and its relationship to marginalist 
theory. 
C. W. ErroyMson 
Butler University 


Scheduling of Petroleum Refinery Operations. By ALAN S. MANNE. (Cam- 
bridge, Mass.: Harvard Univ. Press, 1956. Pp. xii, 185. $5.00.) 

In this volume Alan Manne has gone far toward establishing the claim of 
mathematical programming to be an essential tool for both the engineer and 
the economist concerned with quantitative studies of production. In addi- 
tion to treating specialized problems for which the value of the programming 
approach has already been demonstrated, such as transportation and gasoline 
blending, he extends the analysis to cover simultaneously the processing and 
blending operations in an integrated refinery. It is this section of the book 
(Chapter 6) which will probably be of most interest to the economist, since 
it demonstrates the methodology and results in their most general form. 

It is somewhat paradoxical that economics has made relatively little use 
of technological information in the study of industrial production. Perhaps 
the very wealth of engineering knowledge has led the economist to seek a 
shortcut by way of statistical cost analysis in order to avoid the more difficult 
job of deriving production functions. Manne’s study shows that the concep- 
tual framework of mathematical programming, which can handle multi- 
dimensional inputs and outputs, makes it possible to derive a production 
function for a whole plant from an engineering analysis of design and opera- 
tions. Although the book provides much useful insight into petroleum tech- 
nology and programming techniques for the specialist, the present review 
will only take up the nature of these production functions and their usefulness 
for economic analysis. 

In Manne’s study of an integrated refinery, there are 26 equations which 
describe the limitations on the system. They correspond to the properties of 
the crude oil to be refined, the intermediate products which are the outcome 
of straight distillation, the capacities of the various processing units assumed 
to be available, and the specifications of the products (gasoline, fuel oil, etc.) 
normally marketed from such a refinery. Even with a given plant, the re- 
finer can choose different amounts of “cracking” of the several intermediate 
outputs, various ways of meeting specifications for given end-products, and a 
substantial range of product-mix. These choices are expressed, with some 
simplification, in terms of 61 activities. The maximum profit from the given 
refinery under given market conditions is then determined through selecting 
the best combination of 26 of these activities to satisfy the given set of 
limitations. 

The engineer usually solves this type of problem by assuming values for 
a number of variables from past experience and varying only a few at a time. 
For simpler systems, as Manne shows in Chapter 4, this procedure reaches 
the same answer as a more formal algebraic analysis. It may also have some 
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advantage in utilizing experimental data in graphical form rather than 
through fitting an approximate algebraic function. Where however operating 
conditions at one stage influence those at several others, as in the integrated 
refinery, the systematic maximizing procedure of linear programming is 
clearly superior because there is no guarantee that the engineer’s technique 
will arrive at the optimum solution. Manne’s analysis in fact shows that 
several common refiner’s rules of thumb may be misleading. 

The translation of a given technology into a programming framework 
requires the collaboration of sales and operating personnel as well as design 
engineers in order to take account of the variety of practical limitations on 
the system. The computational advantage of a linear system also makes it 
worth while to devote considerable effort to transform nonlinear relations 
into linear form, as Manne did in several cases. The engineering data were 
found to be adequate for the formal system although they frequently had to 
be restated in algebraic form with the help of limiting assumptions derived 
from engineering experience. 

The simplex method of solution provides both an optimum set of activity 
levels and a set of shadow prices, or opportunity costs, which indicate the 
marginal rates of substitution between any two variables. These prices are 
in many respects the most interesting aspects of the solution. They permit 
an evaluation of the profitability of introducing new products, alternative 
techniques, or substitute inputs. The range of substitution between any two 
outputs or inputs can be traced further by means of the parametric pro- 
gramming technique used by Manne, thus yielding the familiar isoquants or 
transformation curves of economic theory. In this respect an analysis based 
on engineering data, whether or not it uses the programming framework, 
comes much closer to the basic concepts of economics than multiple corre- 
lation techniques can hope to do. The former method can trace out the whole 
range of technological alternatives available to a business man, while the 
latter is limited to study of plants that have actually been built. 

To this reader, the final section of Chapter 6, in which the assumption 
of a fixed plant was relaxed, was the most interesting part of the book and 
would have warranted more extended treatment. Manne finds that on his 
assumptions the plant could have been redesigned to produce the same gross 
revenue with 20 per cent less investment. This calculation yields one point 
on a long-run cost curve. To demonstrate that this is the best design for 
this output, however, it would be necessary to take into account the range 
of prices and quality of crude expected during the life of the equipment, which 
Manne’s parametric programming technique is well fitted to do. It would also 
be necessary to include economies of scale in equipment cost, which program- 
ming techniques cannot yet handle in a general way. 

Manne’s main contribution in this book is to show that formal methods 
of utilizing engineering data which had previously only been demonstrated 
on a small scale can be applied to complex industrial units. A study of a 
petroleum refinery for purposes of management would require a system several 
times as large as the one used here, but it would only increase the precision 
of the results rather than change the nature of the analysis. Manne has per- 
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formed a fairly realistic pilot-plant test of the techniques involved, with 
results that are quite convincing. The industry chosen represents an extreme 
case of joint products and substitute processes, and application of such alge- 
braic methods to other types of technology is likely to be easier. 

Perhaps the most valuable result of this type of operations research in the 
long run will be a real collaboration between engineers and economists. In 
this framework the distinction between their two disciplines tends to become 
less sharp or perhaps indeed irrelevant. Neither type of reader will find this 
volume easy going, since either the engineering or the economic concepts are 
almost certain to be unfamiliar, but for both it should be worth the effort 
needed to grasp the nature of the methods used and the results achieved. 

B, CHENERY 

Stanford University 


Economic Growth and Instability. By D. Hampers. (New York: W. W. Nor- 
ton. 1956. Pp. xii, 340. $5.) 

Dr. Hamberg seeks here a general synthesis of the econometric, develop- 
ment, and cycle-model literature. The book is described as a “combination 
advanced text and monograph,” with (in the opinion of this reviewer) mono- 
graph predominating. Beginning with the “classical theory of economic 
growth” (what he really gives is one classical model of the likely history of 
a growth phase—not the “why” of it), he goes on to discuss the “Income 
Growth Required for Full Utilization of a Growing Capital Stock,” “Mr. 
Harrod’s Dynamics” (the book, indeed, could almost be called a commentary 
upon Harrod), and “Potential Obstacles to Steady Growth.” This is followed 
by four chapters upon assorted problems of lag and instability. 

On the whole, and within its own frame of reference, Hamberg’s book is 
fair enough. The coverage of the literature is spotty, and considerably more 
time, even from his own standpoint, might profitably have been spent upon 
the “backlog” and accelerations of derived demand which have no reference 
to consumption increases. I will not here go into questions of detail however. 
What really bothers me is the essential logical sterility of much of his basic 
approach. 

The great merit of modern income and growth analysis is its emphasis upon 
the fact that ‘“full-employment equilibrium” so-called is frequently an in- 
stantancous concept. I mean that it is not self-perpetuating, but depends for 
its continuance upon the intrusion of a stream of new autonomous forces. 
For this reason, indeed, in my Key to Modern Economics 1 drop the word 
“equilibrium” and speak of “balanced growth.” 

Now as predictive, policy, and analytical guides, the various growth models 
are only valuable if one can assume stable, reliably recurring relations. Ham- 
berg gives such models; but then, to his honor, he next points out that we do 
not often in the real world have such conditions. Autonomous investment is 
a particularly potent spoil-sport. 

What, however, is Hamberg’s remedy (and I speak here of the whole school 
of which he is a member, not of him alone)? Generally, it seems to me, it is 
to add new terms to his equations, which terms are supposed to embody 
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the effect of the various forces. Such an approach is “correct” enough, for- 
mally, but what does it prove? So also would the famous formula for finding 
the number of four-wheeled vehicles be correct: “Count the number of 
wheels and divide by four.” One remembers Leontief’s outburst on “implicit 
theorizing” and “the entirely indefinite form of the relationships.” Shifting 
the ground slightly, constant addition of new terms to the equations is remi- 
niscent of that “epicyclical” stage in a scientific technique, which, so A. N. 
Whitehead thought, always betokens its imminent collapse. 
Davip McCorp WRIGHT 
McGill University 


Economic History; Economic Development; National Economies 


An Economic Survey of Communist China. By Yuan-L1 Wu. (New York: 
Bookman Associates. 1956. Pp. x, 566. $12.50.) 

Dr. Wu’s book is the first substantial work devoted to the economics of 
the dangerous new portent in the East. The potential of Communist China 
is ill-defined but vast, whether we think of that country as a nation of nearly 
600 million people allied to the Soviet Union, or as an oriental society at- 
tempting economic development at a tempo and along lines that may capture 
the imagination of millions elsewhere. But of all the illiberal new social 
systems which have appeared since the first world war, none is so obscure 
to Westerners as China, behind the curtain of deliberate secrecy which the 
Communists have dropped in back of the long-hanging veils of distance, 
language and culture. Even more than in the case of the Soviet Union, the 
foreign student of present-day China must devote the bulk of his time and 
effort to collecting, sifting and organizing the raw data, as they come in bits 
and pieces from official announcements, reports of escapees, returned travelers 
and other sources. 

This strenuous job of economic fact-finding has been performed by Wu in 
a very thorough, careful and judicious fashion. He has had much more of 
both research time and text space for economic matters than was available 
to the authors of the pioneering analysis The Prospects for Communist China, 
published in 1954, by W. W. Rostow with several collaborators (of whom 
Alexander Eckstein was responsible for most of the economic materials). 
Thus Wu is able to give much of the detail that is absent from the Rostow 
book, although the general outlines of the two pictures do not differ very 
much. This detail is especially full and valuable in regard to economic struc- 
ture and organization, and prepares the way for a possibly fascinating com- 
parison of the Communist Chinese methods with the Soviet prototype. 

Substantively speaking, Wu’s book is a “survey” as the title indicates. In 
a series of twelve chapters, between the Introduction and the Conclusion, he 
describes practically every aspect of the economy, from stabilization and 
recovery after the seizure of power to collectivization of agriculture, the 
industrial five-year plan, and Soviet aid. As might be expected in view of 
the difficulties with data, some of these chapters are thinner than others: 
Chapter 9, on “Forced Labor and Mass Labor Projects,” offers almost no 


| 
~ 
£ 
ale 
> 
i 


BOOK REVIEWS 995 


information on the very intriguing topic (much debated in recent Western 
literature on economic development) of the mobilization of civilian “under- 
employed” labor (as distinguished from the “forced labor” of criminals and 
political prisoners); and Chapter 13, on “Foreign Economic Relations,” 
covers a great many important topics with rather brief notices for most of 
them and much speculation in place of data. 

The author does not rest with a merely factual survey, for he is ultimately 
concerned with implications and conclusions. Surveying the first five-year 
plan, which relates to 1953-57, he finds it feasible but precarious. With this 
proposition as a minor premise, and with “realistic and rational conduct” as 
a major premise, he goes on to “venture the guess that Communist China 
would not run the risk of open war except with Soviet support and perhaps 
only at the bidding of the Soviet Union” (p. 505). As regards the viability 
of the economy, he finds that it is heavily dependent upon the Soviet 
Union for vital items—machinery, technicians, and operating supplies such 
as oil—but is currently obtaining its needs of such items and is paying for 
most of them with exports (including the export of labor services). It fol- 
lows that the Soviet Union is not a very philanthropic ally, and that the 
United Nations embargo has had little material effect on the Chinese (the 
only important penalties being some adverse movements in the terms of 
trade, including the barter deals with the U.S.S.R., and some expensive land 
hauls instead of cheap water hauls). 

It is curious that when the author is discussing the much less grand and 
debatable issues of the actual functioning of the Communist regime and its 
performance to date, a number of discrepancies appear between the data 
which he presents and the interpretations which he draws from them. Thus, 
after noting the rapid rate of growth of industrial production, he seems to 
attribute it almost entirely to “recovery” from the low levels of 1946-49 
(p. 246), in the face of his own index of industrial output (same page) which 
indicates that under the new regime industrial capacity and/or productivity 
have been raised well above all previous levels, a trend confirmed by the 
1955 Economic Survey by the Economic Commission for Asia and the Far 
East (pp. 83 et seq.). 

A similar tendency to play down the actual results appears in the statement 
that fulfillment of the five-year plan during the first two years “has been far 
from highly successful” (p. 274); although his own data (p. 275), together 
with the acceleration to be expected in the later years (in the light of experi- 
ence elsewhere with programs of forced industrialization), suggest that the 
Chinese Communists are very nearly on schedule. A similar discrepancy be- 
tween data and discussion occurs in connection with the present rate of in- 
vestment, which the author describes as “relatively low,” in the face of his 
own estimates that 1953 investment was somewhere between 4 per cent and 
22 per cent of the estimated national income. In principle, however, the 
methods of estimating these aggregates were, inevitably, so dependent upon 
arbitrary assumptions and sheer guesswork as to preclude both assertion and 
critique. 

Of still broader significance, for both politics and planning, are the passages 
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of the book describing the central economic controls of the Communist regime 
and their relation to the remaining but dwindling private sector. Summing up 
on page 503, he declares that “in certain respects, at any rate, government 
intervention and the control system as such have now become an obstacle to 
development.” But it is disappointing to find in the body of the volume 
very little detailed evidence for this often-heard assertion. Indeed, in the 
chapter on Monetary and Banking Control, after describing the banking sys- 
tem as an arm of the planning authorities, the author goes on to speculate 
that the various administrative complications “might conceivably create seri- 
ous bottlenecks” (p. 420). Such a substitution of speculation for information, 
amounting to an a priori determination of what must be happening, is very 
dangerous. It leads the reader—although not Wu, who draws back in time 
(cf. p. 505)—toward wishful thinking, particularly the belief that a system 
which we fervently oppose on political and moral grounds cannot achieve 
very much on material and economic grounds, and must always be on the 
verge of collapse. It is only recently that we have corrected our past under- 
estimation of Soviet Russia, and perhaps now we have even overcorrected. 
We must therefore approach with open eyes the large body of data provided 
by the devoted labors of Wu and other scholars who have been studying the 
headlong and ominous course of Communism in China. 
Epwin P. REUBENS 
The City College of New York 


Planification et croissance économique des démocraties populaires. By JAN 
MarczewskI. 2 vols. Vol. I, Analyse historique. Vol. I1, Analyse éco- 
nomique. Bibliothéque de la Science Economique. (Paris: Presses Uni- 
versitaires de France. 1956. Pp. 312; 260. 1200 fr.; 900 fr.) 

Marczewski’s two-volume study is divided into three parts: (1) interwar 
attempts to solve the problem of agricultural overpopulation and industrial 
underdevelopment in Poland, Hungary, Rumania, Bulgaria, and Yugoslavia; 
(2) economic growth in the new “popular democracies,” including East Ger- 
many, Czechoslovakia, and both pre- and postdeviationist Yugoslavia; and 
(3) an economic analysis of the mechanisms—especially state planning—of 
economic growth in the “popular democracies.” The third part comprises the 
entire second volume. 

The author aptly portrays the difficulties confronting economically under- 
developed and demographically overdeveloped countries that belatedly attempt 
to accelerate their economic growth. Following the first world war, the restrict- 
ive immigration policies of the New World hampered the exportation of sur- 
plus population and the consequent acquisition of foreign exchange through 
immigrants’ remittances. Industrial goods became dearer in terms of agricul- 
tural prices. The unfavorable rate of exchange between agricultural and indus- 
trial goods obliged underdeveloped countries, such as those of Eastern Europe, 
to pay increasingly inequitable prices for industrial goods, to forego or limit 
their purchase of such goods, or/and attempt to develop their own industry. 

The interwar agrarian reforms were too inadequate or ill-conceived to 
achieve economic growth in the rural sector except in Czechoslovakia, which 
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did not have a surplus rural population problem in the first place. The ab- 
sence of a substantial middle class, except in Czechoslovakia again, and the 
meagerness of the per capita national income hindered the rapid accumulation 
of capital, and 35 to 80 per cent of investment in corporative commercial 
and industrial enterprises in Poland, Bulgaria, Rumania, and Yugoslavia was 
of foreign origin. The movement of surplus population from the land to the 
city, much too rapid in view of the slower progress in industrial growth, 
resulted in the overextension of tertiary activities, especially governmental 
bureaucracy, and the creation of an open urban unemployment problem, at 
the same time that the concealed rural unemployment problem remained un- 
solved. 

Following the second world war, the search for a solution to the economic 
problems confronting Eastern Europe falls into three fairly distinct periods: 
1945-1948, 1949-1952, and 1953 to the present. The earliest period corre- 
sponds with the effort to pursue a quasi-independent route to socialism, some- 
times at variance with the Soviet experience, involving the creation of a 
mixed economy with a nationalized, cooperative, and private sector, and 
including essays at regional economic cooperation with the eventual object 
of erecting a Yugoslav-Bulgarian-Rumanian-Albanian and a Polish-Czecho- 
slovak economic and perhaps political union. 

The cog in the first period was the existence of a fourth sector, consisting 
of Soviet properties and mixed companies with Soviet participation. Through 
the establishment of the diabolically ingenious device of the “mixed company” 
and the transfer of a broad category of private and public German and Italian 
property rights in Hungary, Rumania, and Bulgaria to her, the Soviet Union 
was able to acquire control over the transport industry, mineral and forest 
wealth, ports and naval construction yards, and certain heavy and other 
industries of several of the East European countries. The “mixed companies” 
involved the investment of domestic and Soviet capital, the employment of a 
certain number of Soviet “experts,” and the exploitation of domestic resources 
by domestic labor. The profits derived by such companies, especially profits 
in the form of foreign exchange, were unequally divided, with the Soviet 
receiving the lion’s share. These monopolistic enterprises did not pay taxes, 
customs, or other duties; they possessed rights of priority to foreign exchange 
and were generally exempt from the laws of the country, coming more or less 
under the direct control of Soviet personnel or agencies. In 1947, during 
negotiations with Yugoslavia, the U.S.S.R. had been obliged to admit that 
“mixed companies are a form of collaboration with dependent and not with 
independent and friendly countries”; she none the less continued to practice 
this and similar forms of “collaboration.” 

In the second period, the “popular democracies” were compelled to pattern 
their political and economic structures on the Soviet model, and Yugoslavia 
was excommunicated from the Soviet brotherhood, in spite of her early ap- 
plication of a policy of agricultural collectivization and enthusiastic desire 
to repeat the Soviet experience. 

During the first period, planning was elastic and moderate, except in 
Yugoslavia, and the standard of living improved in Poland, Czechoslovakia, 
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and Hungary. Since 1949 there has been no general improvement in living 
standards, while planning became increasingly rigid until 1953. The advent 
of the third period—apart from the personal factor of the death of Stalin— 
may have resulted from the partial realization in both the Soviet Union and 
the satellite countries that Soviet exploitation, the emphasis upon quantitative 
factors, bureaucratization, and general planning rigidity had made possible 
not only certain striking economic successes but also many spectacular fail- 
ures. In the third and present period, therefore, the attempt is being made to 
avoid the imposition of detailed and inflexible plans upon the peasant, so as 
to augment agricultural production and effect a reconciliation with the re- 
fractory agrarian sector. After having overcome the disparity between eco- 
nomic and demographic growth, the “popular democracies” now seem to be 
concentrating upon the difficult problem of uplifting the stagnant real wage 
of the urban and industrial worker. 

Marczewski devotes a special chapter to the Yugoslav variant of socialism 
and discusses such important concepts as the theoretical socialist basis of 
Yugoslav opposition to Soviet exploitation, the flexible yearly “social plan,” 
the extension of liberty to individual enterprises and the creation of economic 
liberty in a socialist society, and the evolvement of the idea of the “economic 
commune,” that may bring to mind to the economic historian the economic 
principles of Proudhon, Marx’s sympathies with the concept of a socialized 
“mir,” especially after the Paris Commune, and the eclectic social ideas of 
the very human and sensitive nineteenth century Serbian socialist theoretician, 
Svetozar Markovic. 

Marczewski’s work, although inadequate for the study of any single East 
European country and not in the true sense—nor intended to be—an economic 
history, has the singular merit of clearly exposing the problems of economic 
growth, over a span of thirty years, in a vast economically underdeveloped 
and demographically overdeveloped area that has passed through a maze of 
successive experiences with a liberal economy, state direction and intervention, 
and socialist planning. 

TRAIAN STOIANOVICH 
Rutgers University 


Business Fluctuations 


The Employment Act—Past and Future. Edited by GERHARD Cot. A Tenth 
Anniversary Symposium. NPA Special Report 41. (Washington: Na- 
tional Planning Association. 1956. Pp. xii, 203. $2.75.) 

This volume provides a superficial evaluation of the role of the Council 
of Economic Advisers and the Joint Committee on the Economic Report 
in the formulation of economic policy for the past decade. Indirectly it pro- 
vides an index of opinions of prominent personages in regard to the future. 
The opinions are generally optimistic. 

Included are eighteen statements by leading public figures from Congress, 
agriculture, labor, business and past and current Economic Advisers. The 
statements average less than four pages. Also included is a questionnaire 
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distributed by the National Planning Association among 726 persons who are 
associated with it. This study focused on their opinions of the Employment 
Act. Though this is not a representative group it does include a large number 
of the leaders of different segments of the economy. 

In general the statements and essays are in praise of the Act, but there 
are some reservations about its administration. The praise of the Act consists 
of strong statements of its great assistance in promoting stability; but its 
eulogists are somewhat vague about how it has accomplished this. A great 
deal of weight is given in the statements to the confidence that the business 
community has gained because the government has presumably accepted the 
responsibility to stabilize the economy. The authors of the statements are 
unclear as to what techniques or policies of the government engendered by the 
Act justify this confidence. A second source of belief in the effectiveness of 
the Act for the development of intelligent public policy in both Congress and 
in the President’s Office is that it permits the assembly of the wisdom of the 
economics profession, that it fosters rational discussion and that it contributes 
to consistent policies. But this “rationality” function would seem to be 
peculiar to the influence of specific economic advisers rather than to the 
administrative location of a Council. 

The essays of the scholars are more guarded in their praise of the Act. 
There are no negative sentiments but there is less optimism about the suc- 
cessful role of the Act. The opinions of the selected group of economists on 
the past and future effectiveness of the Act are highly variable. 

William Fellner finds that the major merit of the Act is that it permits 
rational ad hoc analysis. He is uncertain but optimistic about the possibilities 
of successful programs. Alvin Hansen labels the Act as the “great Magna 
Carta of government planning for full employment.” He is optimistic that 
severe depressions are not on the agenda. A. G. Hart finds that large elements 
of luck were necessary for our prolonged prosperity. His forecast is more 
pessimistic and he urges that “economists should try to reverse the spread of 
complacency,” and push for the adoption of further countercyclical policies. 
Paul Samuelson agrees with Hart that “luck and extraneous events were with 
us” but he takes consolation in the fact that we did not “thwart our luck by 
bad policies.” His forecast is optimistic. He asserts that our sluggish economy 
does not rapidly reverse itself and therefore planning to maintain the current 
level of over-all demand will not be seriously wrong. Roy Blough agrees 
that “the automatic stabilizers were adopted with other major objectives in 
mind than economic stabilization.” He is pessimistic about the adequacy of 
our tools. Neil Jacoby emphasizes the entrepreneurial optimism based upon 
a confidence in government countercyclical policy. His optimism is further 
strengthened by the claim that management is more “professionalized” and 
therefore more susceptible to long-run growth possibilities than to the panic 
of short-run fluctuations. J. P. Lewis implies that we have a successful counter- 
depression policy but that we are still weak on anti-inflationary measures. 
His forecast is optimistic with an expectation of slight inflation. J. C. Davis 
stresses an inability to solve the problem of the distribution of productivity 
gains with possible pessimistic consequences. Arthur Smithies joins the cynics 
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in claiming that the “stabilizing influences have been due to accident rather 
than intent.” He is optimistic in thinking that a major depression is unlikely. 
J. J. Polak endorses the Robertson quip “that when the United States sneezes 
the rest of the world catches pneumonia.” Theodore Kreps finds that Con- 
gressional action in response to emergency needs in “respect to desirable 
economic policies, and in its timing of programs of action” is commendable. 
J. L. Fisher finds that there exist serious employment imbalances among re- 
gions and industries. James Tobin forecasts that “the cruel dilemma between 
inflation and unemployment may more or less chronically confront our stabili- 
zation efforts.” Bertrand Fox finds that “our actual success in stabilizing 
agriculture as well as the general economy has been less than inspiring.” 
Stuart Rice surveys statistical inadequacies and inconsistencies. Elmo Roper 
concludes that the public believes that the government should take precautions 
against a sharp decline. Theodore Geiger reviews recent foreign programs. 
JuLrius MARGOLIS 
University of California, Berkeley 


Can Prosperity Be Sustained? By Nei H. Jacosy. (New York: Henry Holt. 
1956. Pp. xii, 152. $2.25.) 

This is a nontechnical book on the potentialities for maintaining prosperity 
and economic growth. The author’s tenure as a member of the Council of 
Economic Advisers, as well as many other experiences, has provided a rich 
background. Substantial light is thrown on the philosophy and thinking of 
President Eisenhower’s Council, but the author states that the reflections are 
entirely personal. An excellent outline is provided of the factors involved in 
the various facets of the problem of maintaining prosperity and growth. The 
untrained reader will find the book easy to read and a stimulating discussion 
of the problem. 

Waves and jiggles in the curve of economic growth, possibly the forerunner 
of a more severe recession than that of 1953-54, are recognized. Analysis of 
the forces which point to the probability of recession is not pursued far, how- 
ever, probably because complex technicalities would be involved. 

Major topics covered are full employment, forecasting tools, personal se- 
curity, supply of money, the tax system, stimulating investment, competition 
and foreign economic policy. The author facilely sets responsible factors 
against his own prescriptions. Although the background literature is not al- 
ways cited, the informed reader will have little difficulty in placing much of it. 
As the discussion proceeds the reader is given glimpses of the way the Council 
in recent years has been facing the problem of stable growth. Integration of 
economic and statistical work throughout the government is inferred. Also it 
appears that progress has been made in developing joint responsibility for 
conclusions. 

Emphasis is placed on policies which aim at a high-incentive economy, 
under which “the pressures for expansion will be strong and the danger of 
stagnation will be small.” Viewed along a broad front as is done by the author, 
this is a far cry from major reliance on a simple aggregative fiscal policy. In 
the face of price inflation since 1941 “who will say we need not be as much 
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concerned about a dollar of stable value as about full employment?” The 
reviewer suspects there are persons waiting to take up the challenge, but the 
view indeed is refreshing. More economists would agree today than a few 
years ago and the number is likely to be considerably greater a few years 
hence. 
ELMER C. BRATT 
Lehigh University 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortage Credit 


English Bank Note Circulation 1694-1954. By EMMANUEL COPPIETERS. 
(Louvain: Louvain Institute of Economic and Social Research. The 
Hague: Martinus Nijhoff. 1955. Pp. 171. 8.50.) 

The title of this book arouses hopes of a more searching study than the 
author has intended. No attempt is in fact made to add to existing knowledge 
about either the volume or the velocity of circulation of banknotes. Instead, 
the purpose of the book is described retrospectively as “to determine why, by 
legislative and administrative action, bank notes were substituted for coins. 
Was it the result of free human intervention? Did it take place with any 
conscious and rational interest to improve the currency system? Were the 
measures taken with a mistaken economic purpose or an economic purpose 
different from the result obtained, or without any economic purpose at all?” 
While the author nowhere summarizes his answers to these questions, his 
main thesis seems to be that changes in the institutional structure of British 
banking were not rationally inspired. 

The bulk of Dr. Coppieters’ space is devoted to the 50 years from 1797, 
only his first and last chapters being concerned with the rest of the quarter- 
millennium of his title. He traces first the causes of the relative variations in 
coins, notes and deposits, and next the slow acceptance of legal tender as an 
attribute of the Bank of England’s issues. Short chapters on the prohibition 
of small notes and on the clash between gold standard automatism and central 
banking lead on to a more extended treatment of the background to the Bank 
Charter Act of 1844 and its consequences. The final chapter discusses the 
impact of two world wars. 

In a brief foreword R. G. Hawtrey remarks that Coppieters’s approach tg 
the well-worn nineteenth century controversies about the Bank of England’s 
monetary role “is not along the beaten track.” This is perhaps true in so far 
as the author’s eyes are mainly fixed on the institutional conditions which 
influenced the development of the note issue. Unfortunately it is much less 
true about his material, which consists largely of rather familiar extracts from 
the usual literature. Coppieters’s own contributions are few and not well 
signposted. 

The inclusion of “1694” in the title is justified by a brief, and it must be 
said rather derivative, chapter on “The First Hundred Years of Bank Notes.” 
One wonders whether Coppieters is really at home in the 1690’s. It is notori- 
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ously difficult to prove a negative, but his statement on page 132 that “al- 
though there was a serious shortage of good currency in the years around the 
recoinage of 1696 there was no suggestion at the time that it might be rem- 
edied by the establishment of a bank of issue” overlooks the existence of at 
least 16 different writers seeking to achieve exactly that purpose in 1696 alone. 
One project of that year—the Government Land Bank—seems in fact to be 
referred to on page 17, although it is there misdated 1697. 

On his central period, that from 1797 to 1844, Coppieters has evidently 
read widely and can quote appositely. His readers are, however, left to make 
their own appraisal of his authorities. Thus, Section II of Chapter 4, which is 
entitled “Prejudices against Small Notes,” contains a series of quotations 
illustrating contemporary beliefs in the dangers of notes under £5. No expla- 
nation is however given why these apparently rational fears must be regarded 
as “prejudices.” The same pejorative term is used, again without comment, in 
the Conclusion (p. 136), where a distinction—a!so rather inadequately ex- 
plained—is drawn between the small notes of the Bank of England and those 
of the country banks. 

One difficulty which is created for the reader is that it is not always easy to 
determine what particular part of his wide historical canvas Coppieters is 
considering at any one time. This point, together with the rather uncertain 
nature of some of his generalizations, may be illustrated from Chapter 6. It is 
there stated, apropos the country banks’ wish to continue to issue notes, that 
notes were “still believed to be a necessary advertisement,” the quotation 
being from Lord Radnor in 1845. This is, however, immediately followed by 
the assertion that “First country banks in England and Scotland did not 


undertake any deposit business at all and they were generally shopkeepers. 


and small tradesmen giving change for money, undertaking remittances and 
issuing notes” (p. 85). It is very doubtful whether this was ever an adequate 
description of English country banking; it certainly had ceased to be one, if it 
ever was, at least 75 years before Lord Radnor spoke. 

There is undoubtedly still room for elucidation of the fascinating monetary 
controversies on which Coppieters touches, and he has directed our attention 
to some interesting trends in the literature. But a sense of disappointment 
remains, Perhaps it is that he has failed to take us into his confidence suffi- 
ciently about the points he was trying to make. 

J. K. HorsEFietp 


London, England 


Economics of Money and Banking. By Grorce N. Haim. (Homewood, IIl.: 
Irwin. 1956. Pp. xv, 577. $6.00.) 

This is a good book. It should be a serious contender for use in nonvoca- 
tional courses where money and banking are considered to be part of general 
economic analysis. Professor Halm has been generally successful in bringing 
his material to the proper level for students who have or can be induced to 
have a serious interest in monetary organization, theory, and policy. 

The coverage of the book differs somewhat from the traditional in that 
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there is less treatment of such subjects as bank charters, laws, failures, de- 
posit insurance, and other technical banking details. Indeed, the book is al- 
most bereft of wholly descriptive and historical chapters such as are to be 
found in most of the dreary texts in this field. Brief descriptive or historical 
passages are inserted where necessary, and seem adequate to their purpose. 
Organization also differs from the usual in that the student is plunged into 
monetary analysis in the second chapter and theoretical analysis receives 
emphasis throughout. The prefaces of many texts claim to integrate theory 
and description; this one really does. 

The volume is divided into four Books: Monetary Theory; Monetary 
Policy; Money, Interest, and Employment; and Money and Foreign Ex- 
change. These, in turn, include eleven Parts, the titles of which give an indica- 
tion of coverage: I, The Money Economy is an introduction of excellent 
simplicity. II, Evolutions and Kinds includes a nice interweaving of history 
and logic. The subject of monetary standards is handled particularly well. 
III, Value of Money is a good but relatively high-level treatment of the 
monetary equations and will require some effort on the part of both student 
and instructor. IV, Supply of Money is a clear statement of bank credit 
creation in traditional terms. V, United States Money and Banking before 
1914 makes a good selection of historical high spots for presentation. VI, 
Federal Reserve includes a description of present Federal Reserve organiza- 
tion, but is somewhat uneven in its treatment of objectives of Federal Re- 
serve policy. VII, Loanable Funds and Interest Rates is a good, understand- 
able discussion of capital and interest. The author presents the interest rate 
as an important determinant of the level of investment. VIII, Credit is a 
nontechnical and nondescriptive discussion of the role of credit instruments, 
institutions, and markets. LX, Money and Economic Stability is a clear but 
relatively rigorous treatment of the determinants of income and cyclical 
fluctuations, with a demonstration of some of the pitfalls of fiscal policy. 
Parts X and XI, Theory of International Payments and International Mone- 
tary Cooperation comprise more than one-fifth of the book. While the ma- 
terial is well handled, somewhat more detail is found than elsewhere in the 
book. 

More than 50 pages are devoted to bibliography and questions for discus- 
sion. Thus, the 46 chapters average only slightly more than 10 pages in 
length. Each is concise, representing a distillation of the author’s long experi- 
ence in teaching economics. Inexperienced instructors, or those for whom 
money and banking is a third or fourth field will need to use the bibliography, 
for the book is not designed for teachers whose knowledge of the subject is 
confined to what they have read in the text. Good students will find in the 
book and its bibliography answers to many questions on cycles and policy 
that are left unanswered by most texts. 

The author considers the book appropriate for a full year’s course; it un- 
doubtedly is too much for one semester. In this reviewer’s eyes, there is too 
much emphasis on international finance to be consistent with the objectives 
of the book. International finance is treated for its own sake, not simply to 
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show how the balance of payments affects and is affected by monetary forces 
in various countries. Perhaps the author feels that general understanding of 
income and employment determination is now widespread enough that em- 
phasis should be placed on our country’s international position. This is a 
worthy goal, but there will not be general agreement that this is the place to 
do it. Nor, of course, is there general agreement that the interest rate is as 
effective in the determination of the level of investment as the author main- 
tains. 

Instructors inured to the common variety of textbook, leafing through the 
pages of this book, may consider it too advanced for an introduction to the 
subject. Careful reading convinces this reviewer that this is not the case. 
Halm and his publisher are to be commended for adding another good book 
in the economics of money and banking to the one or two others in the field. 

SAMUEL E, BRADEN 

Indiana University 


Public Finance; Fiscal Policy 


On the Level of Government Expenditure in the Netherlands after the War. 
By W. Drees, Jr. (Leiden: H. E. Stenfert Kroese N.V. 1955. Pp. xii, 
135. f 10, 50.) 

The title of this interesting study will give an inadequate impression of its 
scope. Nor does its small size provide a reliable measure of the amount of 
pertinent factual material and realistic analysis the reader will find. The book 
is tightly written in the best sense.’ There are fifteen chapters, a summary, 
a bibliography, an annex with twenty tables, and “some examples of com- 
plexity in administrative behaviour.” 

The author begins and ends with this question, “Is the level of government 
expenditure in the Netherlands, in fact, rigid?”’ He concedes that in the short 
run, for the next budget year, the possible flexibility downward is small. Over 
a five-year period, however, he concludes that the public does have real and 
significant choices about the size of government expenditure. Central govern- 
ment spending now equals about 25 per cent of national income (half being 
transfers and half involving the use of real resources). Thus the amounts 
involved in the choices that are open are significant in terms of national totals. 
The author carefully avoids positions on the desirability of larger versus 
smaller government spending. He concentrates on the scholarly and con- 
structive objective: Let us try to improve the opportunities for choice, to 
clarify the alternatives! To a substantial extent the analysis has universal 
application, for it deals with problems which must exist everywhere. 

These problems are by no means unfamiliar. The author discloses nothing 
in the experience of the Netherlands that seems likely to help an American 
solve the question, “Is the staff of government agency A larger than needed 


* The book appears to have been written in English, not translated. The author is to be 
commended upon his use of a foreign language. 


} 
Ve 
4 
TA 
i 
wy 
ay 
4 
“4 
& 


BOOK REVIEWS 1005 


for the job that the public really wants (or should want) agency A to per- 
form?” (One chapter, however, will be not only essentially new to economists 
in this country but also highly revealing. It deals with the choice between cur- 
rency appreciation and domestic inflation. This issue is relevant because the 
level of prices has an important bearing on the level of government spending. 
Seven pages here deal competently with a problem rarely faced by American 
economists. The author differs from many Dutch economists in favoring appre- 
ciation over more inflation; the approach of the analysis is a model in its 
insistence upon comparing alternatives.) The justification for capital projects 
tends to be “benefit in excess of monetary cost” whereas the proper economic 
guide is “the relation of the excess of benefit over cost to that obtainable else- 
where in the economy.” A persisting, pervading problem is “that parties inter- 
ested in expenditures tend to press for more, without counteracting each 
other’s claims.” Within government as well as outside there is built-in bias for 
growth of spending. 

The budget is not presented in a form that highlights the choices possible. 
In fact, the budget process within departments, in the cabinet, and before the 
legislature, fails to show clearly the choices which must be, or can be, made. 
As an economic tool, therefore, it is less good than it could be. Is there any 
government in this country in which the same situation does not exist? The 
examples will be found, I suspect, in smaller local governments, rarely at 
higher levels. The suggestion that budget proposals actually present alterna- 
tives deserves a serious trial. 

One of the most useful parts of Drees’ study is a comparison of govern- 
ment expenditures (in 1955 prices) in 1960 under two sets of conditions. One 
is “conservative,” assuming “that the general budgetary behaviour of the 
cabinet, of parliament, and of lower bodies, continues as at present.” The 
other is an “economy” assumption; this involves some reductions in existing 
expenditures (other than those which, like compensation for past war damage, 
seem certain to disappear) but chiefly “caution with new expenditures.” 
Twenty-seven categories of spending are examined. Each is smaller under the 
“economy” assumption, though usually by a modest amount. The total differ- 
ence, however, is about 19 per cent of 1955 spending. This is large enough 
to involve significant choice. Drees does not venture a judgment about the 
relative merits of more or less spending and tax reduction. He does, however, 
point out that tax reduction, like increases in spending, will help toward 
achieving the objectives people want. 

The American economist will find this book rewarding not so much for the 
light it throws upon the economy of the Netherlands as for the insight it 
gives into problems of government spending in the Western world. This is a 
major concern of public policy today in dozens of countries, and more states 
and cities. Economists, and all public spirited citizens, should welcome studies 
such as this which aid the understanding, and thus the solution, of what are 
inherently very difficult problems. 


C. Harriss 


Columbia University 
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Institutions financiéres. By Maurice Duvercer. (Paris: Presses Universi- 
taires de France. 1956. Pp. viii, 444. 800 fr.) 

The American student of public finance who is unfamiliar with French 
fiscal history, policies and practices will find that this handbook offers an 
easy introduction to the subject. It is one of a series of related manuals deal- 
ing with law, economics, and politics, of which Duverger is the general editor. 
Its purpose is to serve as a guide to first-year law students who are now 
expected to acquire an appropriate background in the social sciences under 
the decree of March 27, 1954. The object of this legislation is to raise stand- 
ards for admission to the bar. 

The book is made up of two principal sections. The first, and the longer 
of the two, treats public expenditures, revenues from the public domain, 
“parafiscality” (social security taxes are an example), and public resources. 
The second section includes public borrowing, treasury operations, and mone- 
tary controls. Budgeting is discussed in its own sequence following this order: 
(1) the historical evolution of public budgets and their present-day character- 
istics; (2) planning; (3) execution. 

Many of the theories and practices discussed by Duverger are familiar 
elements in American public finance; others have origins and applications 
that are largely, if not uniquely, French. Probably in no other country are 
matters pertaining to government finance so thoroughly invested with a class 
interest. Here the perennial struggle between agrarian groups, small shop- 
keepers, big business, and the unhappy white-collar and wage-earning classes 
seems to attain its greatest intensity. Moreover, the long-continued impover- 
ishment of the national state has further contributed to the thoroughly un- 
scientific development of the French fiscal system. Parenthetically, it may 
be observed, however, that nowhere else is there displayed such legislative 
zeal for organized fiscal management with such comparatively meager ad- 
ministrative results. 

The French tax system is the despair of the administrator. It is a master- 
piece of confused detail, consisting as it does of more than 2,000 codified 
articles, with over 1,000 unclassified schedules, appendices, and resolutions, 
besides a substantial amount of recently added matter not yet catalogued. 
But there is even more, since this is not a general code. Such special topics 
as customs duties are dealt with in separate and additional codes. 

From its origins, and by the nature of its development, the national tax 
system, which is the only one discussed in the handbook, is highly inequit- 
able. This state of affairs is at least in part a consequence of the stratification 
of French income and the manner in which taxes are imposed on various 
income groups. Duverger is extremely critical of the income tax feature of the 
law which permits farmers to go untaxed on the noncash portions of their 
incomes, particularly since they also largely escape being taxed on spendings. 
The author is also opposed to self-reporting as a procedure for arriving at 
an income tax base for artisans and small businessmen. Opportunities for 
fraud are rife, and evidence shows that it is widespread. 

A serious defect in French tax policy is represented by what Duverger 
labels as “fiscal Malthusianism.” Essentially this is a policy of favoring 
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marginal firms at the supposed expense of those that are strong and vigorous. 
Actually the latter are well pleased with an arrangement that permits them 
to charge prices substantially above competitive levels with impunity. Such 
a policy helps to perpetuate a growing number of unproductive small service 
establishments, impecunious small shopkeepers, not to mention numerous 
subsistence farmers. This state of affairs is making it increasingly difficult for 
France to develop and hold profitable markets abroad and has a stultifying 
influence on the domestic economy as well. 

Nontax measures for financing what are usually considered normal activ- 
ities of the national government are strongly emphasized, and in much more 
favorable terms than would be accorded them in the United States. This atti- 
tude should occasion no amazement, however, since the French national gov- 
ernment is in almost perpetual need for supplemental revenues. 

Limitations of space permit little more than passing reference to a compe- 
tent discussion of French budgetary techniques. In particular, Duverger’s 
analysis of the long-range aspects of budgetary theory and practice deserves 
mention, although, as he notes, the free nations, with one possible exception, 
do not make full use of the cyclical budget. 

The book contains a number of cross references to other volumes in the 
same handbook series, a useful integrating feature. This particular study is 
well documented and includes an extensive bibliography of source materials 
in French, English, German, and Italian. 

RALPH B. TOWER 

West Virginia University 


Finanzpolitik. By GUNTER ScHMOLDERS. (Berlin: Springer-Verlag. 1955. 
Pp. viii, 340. DM 29, 80.) 

American textbooks on public finance usually present the fiscal system of 
the country, interpreted on the basis of accepted or debated principles and 
analyzed with regard to general economic implications. With some variation, 
the same line is followed by Professor Schmélders (University of Cologne). 
It is German financial policy he is dealing with and, in accordance with tradi- 
tion (e.g., Adolph Wagner), historical aspects strongly influence the examina- 
tion. 

The arrangement and treatment of subject matter reflect, by and large, the 
conventional pattern. But attention is also called to points that are less 
familiar to students in this country. At the very start, for example, a careful 
line is drawn between public finance and related subjects in neighboring 
fields of economics. In addition, the special character and dynamism (Eigen- 
stindigkeit und Dynamik) of financial policy are emphasized. This seems to 
narrow the concept of Finanzpolitik to the fiscal orbit proper, even though 
the author recognizes it as part of the entire economic mechanism. On the 
other hand, psychology and even psychoanalysis are introduced to widen and 
deepen the understanding of public finance and its guiding forces. It may 
seem strange to encounter Freud in government finance, but it certainly opens 
some challenging prospects. 
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The author visualizes modern financial law and administration as a blend 
of the more historically orientated German concept and Montesquieu’s doc- 
trine of the separation of powers—legislative, executive and judicial. He adds 
public opinion as a fourth factor. With the budget reflecting financial policies, 
budget planning, execution and control become primary issues. This, again, 
sounds familiar to the American reader; so do the specific budget principles 
that are enumerated—such as unity of the budget, publicity, comprehensive- 
ness and others. They remind us of that little classic of American budgeting 
by the late Harold D. Smith. Complicated, on the other hand, is the answer 
to the question: who exercises financial authority within the state? What the 
author terms “vertical” and “horizontal” interrelationship (division of finan- 
cial authority between various levels of government, say, state and local 
bodies, and between units of the same level and functions but with differing 
financial strength) exists in every state, federated or not. But the degrees of 
centralization, decentralization and other aspects are at variance. The German 
problem has always been particularly involved; and it promises to become even 
more so in the future when reunification of Western and Eastern Germany 
becomes a reality. The two parts of the country have established within their 
territories in recent years intergovernmental fiscal relationships that differ 
basically from each other. It has also happened in other financial fields (e.g., 
taxes, currency). 

Coming to public expenditure and revenue, Schmélders stresses that the 
two categories belong together—causative, organizational, in size and in 
economic impact. There is an incidence of public expenditure as there is of 
revenue, and there is a combined aspect of these effects. We are aware of this 
fact, but also of the enormous difficulty of making even a partial, let alone 
a general “combined incidence” study. The author does not suggest how this 
could be done. But the problem is urgent in view of the size of public expendi- 
ture and its tendency to grow. That increasing governmental activities, as evi- 
denced in rising public outlay, and a strong market economy may find a suc- 
cessful modus vivendi is apparent in most European countries. In Germany, 
for example, over 40 per cent of total annual capital investments in the years 
1949-1951 have been made by public authorities (p. 159). 

As for revenue, it also illustrates this point of expanded governmental func- 
tions. The author considers three forms of revenue: from commerce, loans, 
and “sovereign” sources (taxes, fees, etc.). Governmental business activities 
have always been strong in Germany—there never has existed any dogmatic 
prejudice against them. To name only a few, the railroads, postal service, 
telephone and telegraph are owned and administered by the Reich, some 
banking and industrial interests are in the hands of the States, and utilities 
(gas, water, electricity), savings banks and many other institutions are run 
by local bodies. It is not surprising that substantial revenue comes from 
these sources, even from the postal service. 

Public borrowing is viewed as another rather permanent form of revenue, 


1 The Management of Your Government (New York, 1945), Ch. 7. 
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limited by its impact on the currency system and on money and capital 
markets. In this connection the author seems worried about the sizeable 
“floating” (short-term) debt. Such apprehension is understandable after the 
German experience of the first world war when the short-term debt became 
the vehicle of the currency disaster. But that danger is remote today under 
careful debt and money management. It is after all, as Schmdlders states, the 
national income and its ability to service the debt that establishes the true 
debt limit and constitutes, together with debt management, the core of the 
debt problem. Questions of the debt “burden” seem less important—all the 
more as it is much less the future generation than the present bondholder 
who foots the bill, in times of declining money value. Debt service (interest 
and amortization payments) falls on today’s taxpayer, and its burden is syn- 
onymous with the incidence of the tax system.” 

Reviewing “sovereign” revenue, primarily taxes, and the classical canons 
of taxation, the author adds a new factor for consideration: the growing tax 
resistance in the wake of heavier taxation. Here he recommends tax educa- 
tion (Steuerpddagogik) in preference to a stricter penal code as a remedy. 

Finally, the question of aims of taxation would have to be clarified. Non- 
fiscal goals have entered the tax picture and influence the entire economy. Is 
this what we want? How far, furthermore, are particular tax systems com- 
patible with particular economic systems and, consequently, to what degree 
are they appropriate instruments for reaching recognized aims? Here countries 
with state planning and control over the economy have an easier task in 
making their taxes conform to their economic concepts than countries with 
free-market economies where taxes will always be an interfering, incompatible 
factor.’ Nevertheless, to achieve the goal of a stable, balanced economy, 
appropriate tax policies cannot be discarded, though monetary measures 
would rank first in the line of defense. This attitude is attuned to the U.S. 
Employment Act of 1946 and its interpretation; so is the stress on the na- 
tional budget and its balance; but an annually balanced fiscal budget is 
termed a “dethroned ideal” (with a question mark). 

The author ends with chapters on international and supranational aspects 
of public finance. He takes his examples for the first from American policies, 
for the latter from European policies. The financial postwar activities of the 
United States, from Bretton Woods to the Marshall Plan and present aid 
measures may be seen as a start of such “international public finance.” In 
the same way, the customs union and preference system of the Benelux coun- 
tries and the European Coal and Steel Authority with its own tax jurisdiction 
over members may signal the beginning of supranational financial develop- 
ments. 

. Hepwic REINHARDT 

The City College of New York . 

* Cf. Hedwig Reinhardt, “On the Incidence of Public Debt,” Soc. Research, May 1945, 
XII, 205. 


* The author’s comparisons between Western and Russian tax systems and also between 
Western German and Eastern German tax codes (p. 246) are informative. 
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Public Finance and Economic Welfare. By Kenyon E. Poorer. (New York: 
Rinehart. 1956. Pp. xvi, 640. $6.50.) 

Although textbooks in some fields fall into more or less well defined 
patterns, public finance hardly fits into this category. Writers disagree over 
the appropriate divisions of the subject, as well as the weight of emphasis 
that ought to be accorded specific topics for discussion. Poole, in the present 
book, has attempted to achieve a kind of distinction by overstressing the role 
played by national income economics in shaping the broad outlines of public 
finance in general and fiscal and monetary policy in particular. This has been 
accomplished at the expense of the more traditional aspects of the subject. 

The author’s line of approach expresses a trend of thought among some of 
the younger economists that seems to be losing its momentum as the age of 
Keynes slowly recedes into the past. This tendency to resort to highly ab- 
stract forms of economic analysis for solutions to problems that are frequently 
less economic than psychological often does little more than confuse issues 
that are far too complex to yield to a one-sided attack. 

With no clear mandate to guide either his selection of subject matter or 
the manner of its treatment, the author is on reasonably safe ground in de- 
termining the arrangement and emphasis given to the various elements of his 
study. Moreover, any criticisms which this, or any other reviewer, is in- 
clined to offer must be viewed in terms of this framework of reference. Be- 
cause Poole’s book is different does not make it either better or worse than 
other texts in the field. Certainly public finance in its present unsettled state 
of development offers both an opportunity and a challenge to the writer who 
hopes to integrate traditional content with theoretical concepts of economic 
causation. What is needed above all is a growing awareness of the changing 
nature of the subject. Poole, in emphasizing public finance as an instrument 
of public policy rather than as an end in itself, has sought to further this 
objective. But in this instance he has overplayed his hand by omitting so 
much of the institutional content that he has come close to smothering what 
is left under a thick layer of welfare economics. 

As might be expected from its emphasis on the economics of welfare, the 
text is pitched mainly, although not exclusively, at the federal level of gov- 
ernment. It is divided into four main areas entitled “Public Finance and the 
National Economy,” “Governmental Revenue,” “Fiscal Policy and Economic 
Stability,” and “Social Security, Public Debt, and Economic Growth.” These 
groupings are not mutually exclusive, a circumstance that detracts from clar- 
ity of treatment. As an example, the introductory chapters are devoted to 
a preview of the remainder of the book, dealing as they do with public ex- 
penditures, taxation and public debt, public welfare, and budgeting in that 
order. Subsequent chapters reopen these themes by way of expansion and 
repetition. This device, somewhat comparable to a methodology employed in 
certain of the arts, is hardly original and in the opinion of this reviewer, 
definitely weakens any attempt at integration. If anything, it will confuse the 
beginner; certainly it is no improvement over the short introduction. 

The author handles some aspects of taxation acceptably but not too con- 
vincingly; others he largely or completely ignores. This unevenness of treat- 
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ment is one of the rather obvious results that stems from the national income 
approach. Intergovernmental fiscal relations, which involve much more than 
taxation, are included in this section. Among them grants-in-aid, in spite of 
their substantial and growing importance, are given seven pages of abstract 
analysis. 

Poole is probably at his best in the final sections of the book. Those chap- 
ters dealing with economic equilibrium and monetary and fiscal approaches to 
economic equilibrium are competent expositions of theoretical welfare econom- 
ics. And the author’s presentation of the welfare aspects of fiscal, monetary, 
and debt policy will provide useful material for the teacher or student who is 
preoccupied with this type of analysis. One could only wish that the author 
had displayed an equally well-qualified understanding of such matters as taxa- 
tion and technical budgeting. 

On balance, the book has a number of good features and some that tend 
to detract from its usefulness as a text. It is strong in terms of welfare con- 
tent; it is far from satisfactory from the institutional point of view. Like 
most American writers, Poole seems to possess little familiarity with the liter- 
ature of the field, other than what has been produced in the English-speaking 
countries, a failing that can only be charged to academic insularity. Public 
Finance and Economic Welfare will appeal to the theoretical welfare econo- 
mist or the student whose background and inclinations lie in that general 
direction. It will hardly win plaudits from the non-Keynesian, be he teacher, 
practitioner, or learner. 

RALPH B. TOWER 

West Virginia University 


International Economics 


An International Economy: Problems and Prospects. By GUNNAR Myrpat. 
(New York: Harper and Bros. 1956. Pp. xi, 381. $6.50.) 

An International Economy is an important book not only because it pro- 
vides an excellent statement of international economic problems in the con- 
text of today’s political and social environment, but because Dr. Myrdal has 
synthesized and provided a framework for the kind of economic thinking 
which typifies so much of the writings of the spokesmen for the underdevel- 
oped areas and of the critics of traditional international trade theory gener- 
ally. 

The theme of the book, and also the author’s standard of economic progress, 
is “economic integration,” defined as “the ideal of equality of opportunity.” 
That economic integration so defined is desirable, is recognized by the author 
as a value premise. Two problems arise with respect to the author’s standard, 
however. First, the specific content of “economic integration” or “equality of 
opportunity” depends upon one’s set of values. Thus, the growth of govern- 
mental control over private enterprise which some people, rightly or wrongly, 
regard as reducing equality of opportunity for the individual, is identified by 
the author with “national integration.” Second, national integration appears 
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to be in conflict with “international integration.” But “national economic 
progress and integration can only reach the highest possible levels in a well- 
integrated world” (p. 33). The author’s answer to this second problem is that 
while “national integration” may be antithetical to the usual concept of “inter- 
national integration” in terms of the free movement of goods, capital and 
a business enterprise, “what is needed is an integration of these national policy 
Rit structures themselves, preserving the essential values they represent to the 
several nations.” International integration of the sort which increases equal- 
ity of opportunity must therefore be viewed as a coordination of national 
economic policies in ways which will help the poorer countries become richer, 
and thereby enhance their opportunities, rather than as “wanting to break 
up the defenses of national integration.” 

Myrdal’s thesis is admittedly an indictment of the universal objectives of 
the International Monetary Fund and of the proposed International Trade 
Organization charter and of the General Agreement on Tariffs and Trade. 
Equality of treatment in world trade is equitable only among equals (p. 291). 
Underdeveloped countries should be more or less exempt from the standards 
of fair trade practices set forth in the postwar international agreements. De- 
veloped countries should follow these principles to a greater degree but the 
United States, because of its special position in the world economy, is invited 
to take unilateral action in liberalizing its trade. Moreover, Myrdal suggests 
that since the dollar shortage may be a continuing problem, a wider and more 
rational grouping of nondollar countries for trade liberalization among them- 
selves and discrimination against dollar goods—perhaps in the form of an 
ad valorem tariff on all American goods—should be considered (p. 87). 

Unfortunately, Myrdal provides no serious analysis of the dollar problem 
or a showing as to whether it really exists today in any meaningful sense. 
Nor is there a well-reasoned argument that discrimination is the answer to 
the problem if one exists. 

The reviewer does not question the desirability of greater equality of oppor- 
tunity among the peoples of the world, or the advocacy of greater sacrifices 
on the part of the more opulent nations to provide such opportunities. He 
would even be willing to accept Myrdal’s double or rather triple standard of 
international morality in trade matters, provided a good case could be made 
for the view that world economic progress and levels of living could thereby 
be maximized. 

How does Myrdal make his case? First, he states that the industrial 
countries are getting richer and the underdeveloped countries are either stag- 
nating or progressing more slowly (p. 2). In fact he suggests that per capita 
world income has probably declined over the past 50 years, since the rise in 
“living standards” has been concentrated in the industrial countries whose 
proportion of world population has been declining. There are of course no re- 
liable data to verify such statements, but if full account is taken of the 
increase in life expectancy, the reduction of disease, the spread of education 
and other factors affecting the levels of living, such statements are at least 
open to question. The reversal of this trend must, according to Myrdal, come 
about through rapid economic development and this requires positive action 
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on the part of national governments and assistance from the wealthier 
countries. Development involves, among other things, a greater degree of 
balance in the backward economies and this requires industrialization. Inter- 
national trade has tended to foster unbalanced national economies, since 
investment has been directed into primary production for the export market. 
In the words of the author, “instead of an equilibrium, as the theory of inter- 
national trade would demand, we are facing a cumulative process away from 
equilibrium in factor proportions and factor prices, engendered by interna- 
tional trade” (p. 225). 

Actually, investment in the underdeveloped areas has gone into producing 
for the world market because there is little domestic market for industrial 
goods. In fact, instead of blaming international trade for the lack of balance 
in underdeveloped economies, as the author seems to do, it should be recog- 
nized that without the opportunity for selling in world markets there would 
have been little investment and little development in any sector of the econ- 
omy. 

But the concentration on primary production for export is subject to a 
further criticism, namely, that the prices of primary commodities exported 
by the underdeveloped countries are “lagging behind’ those of manufactured 
goods in world trade and that the fruits of increased productivity are largely 
captured by the industrial nations. The real question raised by Raul Pre- 
bisch’s familiar thesis, with which Myrdal appears to be sympathetic, is 
whether the difficulty lies with the production of primary commodities or 
whether the problem is much deeper. Kindleberger’s comprehensive study of 
long-term trends in the terms of trade concludes as follows: 


It may be fair to conclude that there is no long-run tendency for the 
terms of trade to move against primary products in favor of manufac- 
tures. On the contrary, if allowance is made for the unprovable but gen- 
erally accepted fact that the improvement in the quality of manufactures 
over the past 80 years has been greater than that of primary products, 
the terms of trade may have turned against manufactures in favor of 
raw materials per unit of equal quality, however that might be defined.* 


On the other hand, Kindleberger does conclude that unweighted by quality, 
the terms of trade run heavily against many of the underdeveloped countries. 
Both Kindleberger and Myrdal suggest that this reflects the lack of flexibil- 
ity of the underdeveloped economies and their failure to shift their resources 
to the production of those commodities for which the rewards are higher. 

In assessing the blame for the alleged disparity between the prices of the 
products of the underdeveloped areas and those of the industrial countries, 
reference is made to the inequality of bargaining power which exists in inter- 
national markets. The existence of international cartels, the power of or- 
ganized labor in industrial countries to force up wages and hence prices, the 
greater ability of manufacturers to control prices and the lesser degree of 
competition in manufactured products as compared with primary commodities 


7C. P. Kindleberger, The Terms of Trade, A European Case Study (New York, 1956), 
p. 263. 
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—are all cited as evidence of the inequality of bargaining power. There is 
also the fact that industrial countries have almost universally taken steps to 
support the prices of their own domestic agricultural output which is fre- 
quently in competition with products of the underdeveloped areas, while there 
is little disposition to extend the maintenance of parity prices beyond na- 
tional boundaries through international agreements. 

The basic conclusion which emerges is that the underdeveloped countries 
should diversify their economies. But surely this conclusion could be reached 
more directly and on sounder grounds than doubtful evidence regarding the 
terms of trade and the alleged inequities of the system of free international 
trade. However the analysis of the problem in these terms does have a bearing 
upon the author’s recommendations as to the appropriate commercial policy 
for the underdeveloped areas. If the operation of the price system and of 
international trade is a basic cause of poverty and stagnation then a major 
remedy is to be found in economic controls which interfere with the normal 
processess of trade and of the price system. Import restrictions and trade 
discrimination are not only necessary as a means of creating a demand for 
domestic manufactures but are “primarily necessitated by the effects on the 
foreign exchange balance of the increased demand for imports’ in countries 
undergoing rapid development (p. 275). In fact Myrdal suggests that there 
must be something wrong with an underdeveloped country which does not 
have foreign exchange difficulties (p. 270). While he raises some doubts re- 
garding the contribution of inflation to development, he recommends “indul- 
gence” toward governments that permit inflation. Trade discrimination and 
bilateralism are also to be sanctioned on the grounds that they help under- 
developed countries to improve their bargaining power. 

Good arguments can certainly be made for a limited amount of protection 
judiciously applied by countries in the early stages of industrialization. Be- 
cause protection is a means of directing scarce resources and involves a cost 
in real income, it should be afforded only to industries with the greatest po- 
tential advantages or in cases where a balanced expansion requires special 
support. Moreover, protection by means of tariffs involves fewer administra- 
tive difficulties and is less likely to lead to harmful price distortions than 
quantitative controls and multiple rates. But Myrdal’s system appears to 
sanction the whole gamut of restrictive devices on internal and external trade 
for the underdeveloped countries, plus an organized discrimination on the part 
of the entire non-dollar world against dollar goods. His case against the price 
system is not closely reasoned; it is scarcely reasoned at all. Myrdal’s deep 
and commendable sympathy for the aspirations of the poorer countries and 
appreciation of their problems have led him to apologize for or rationalize 
excessive nationalism instead of dealing critically with their restrictive and 
autarkic policies, many of which are dictated more by political favoritism 
and the protection of the interests of the few rather than by the welfare of 
the many. 

Myrdal’s attempt to resolve the conflict between national and international 
integration breaks down because there are no common rules or reciprocal 
obligations. He rejects world government as Utopian and economic liberalism 
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as breaking up “the defenses of national integration.” The developed coun- 
tries have a duty to provide economic assistance and capital for the under- 
developed countries (on the latter’s own terms) and to adjust their own 
commercial policies to serve the needs of the underdeveloped nations. For 
their part the underdeveloped nations lie outside of any code of fair trading 
practices, are encouraged to use any means to promote industrialization, no 
matter what the implications for a rational distribution of resources or the 
economic freedom of the people concerned may be. In the opinion of the re- 
viewer such a program does not provide a basis for international integration 
“in terms of the wider community of interests and aspirations” which Myrdal 
is seeking. While progress toward international integration in Myrdal’s sense 
of greater equality of opportunity must take place in the context of national 
economic systems, there must be common rules of conduct which apply to all 
and there must be a mutual compromise on conflicting national interests, 
guided by economic rationality and not simply an indulgence of misguided 
nationalism. These are the fundamental tenets of the postwar international 
economic agreements which Myrdal apparently feels are inconsistent with 
national integration in the underdeveloped areas. 

While I have dealt at length with Myrdal’s trade policies because of the 
fundamental issues which they raise, I want to emphasize that he has pro- 
vided significant insight in several other areas. Especially enlightening is his 
analysis of the basic drives for development in the backward areas. While the 
motivating force of development in the older industrial countries was private 
profit, the drive for development in the backward countries today is political 
—a demand on the part of the people that governments do something to raise 
the levels of living and modernize their economies. 

In discussing this motivation, Myrdal raises the question as to whether we 
have been “exporting a revolution” by teaching the people of the underde- 
veloped areas standards of living which they cannot possibly attain. This 
education in the “fruits” of development as contrasted with “planting the 
seeds” of development arises not only from a greater knowledge of Western 
standards derived from the movies, literature and a greater contact with 
Western peoples, but from the activities of the International Labor Office, 
the World Health Organization, and UNESCO in spreading knowledge of ad- 
vanced standards of working conditions, health and education which cannot 
be realized for a generation or more to come. 

Some students have seriously questioned the relationship between modern 
development with its inevitable consequences for traditional customs and 
social relations, and the “welfare” of the people undergoing a rapid economic 
and social revolution. But Myrdal concludes that because of population pres- 
sures which have become greater as a consequence of the reduction in infant 
mortality and the spectacular rise in life expectancy, most underdeveloped 
countries have no choice but to maximize their rate of economic development. 

In the field of foreign assistance, Myrdal recommends the internationaliza- 
tion of foreign aid and the removal of the political element in aid programs. 
While. the reviewer is sympathetic with this position, foreign assistance pro- 
grams aimed at helping people to help themselves may frequently conflict 
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with economic nationalism. Internationally administered programs should 
insist upon a more rational use of world resources and should not give way 
to politically dictated objectives of national states which may be economi- 
cally unsound. Moreover, underdeveloped countries need the technical and 
managerial knowledge and experience of private enterprise as well as capital, 
and the promotion of direct private investment requires a considerable degree 
of international economic freedom. While governments must play an impor- 
tant role in development programs, that role should be one of actively fostering 
and supplementing the activities of private enterprise, both domestic and 
foreign. Too often the visible hand of the state becomes the instrument of 
restraint rather than one of encouraging the dynamic forces of individual 
enterprise. Herein lies a common principle for resolving the conflict between 
national and international integration as posed by the author: greater equal- 
ity of economic opportunity for the individual as both the means and the end 
of economic activity. 

The strength of this book lies in the author’s interpretation of the political 
and social forces which are shaping the world economy. The author, who is 
both an outstanding economist and sociologist, has perhaps emphasized the 
political and social factors in the international economy at the expense of 
rigorous economic analysis. But regardless of how one may feel about Myr- 
dal’s own position, his sympathetic interpretation of the economic thinking 
of the spokesmen for perhaps two-thirds of the Free World is essential read- 
ing for all who would think seriously about the course of world events. 

RAYMOND F. MIKESELL 


University of Virginia 


Sterling—Its Meaning in World Finance. By J. Potx. (New York: Harper 
Brothers, for Council on Foreign Relations. 1956. Pp. xvii, 286. $3.75.) 
This book, the first critical study of the international use of sterling written 
by an American since the war, is an important contribution, which Mr. Polk 
is well qualified to write. The title is somewhat misleading; the subject matter 
does not include any extensive discussion in the international use of sterling 
by countries outside the present-day sterling area. It is as a study of the 
sterling area that this work should be approached. 

The struct of the book appears to have been determined in the first half 
of 1954, altho account is taken of events occurring well into 1955. For this 
reason, it is perhaps unfair to criticize it too strongly for its denial of some- 
thing thai has become more obvious in 1956 than it was in 1954. This is the 
fact that the discr’minatory aspects of the policies of the sterling area are 
being steadily dism: ied and have been for several years much less strong 
than is common!y veiieved. Several important members no longer discrimi- 
nate against dollar goods; few of the independent outer members discriminate 
between British and other OEEC goods; and in her purchases of most raw 
materials and foodstuffs, which account for the major part of the area’s ex- 
port sales to Britain, the latter does not discriminate in favor of the area (or 
for that matter against the dollar). Discrimination is still an important part 
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of the area’s structure—but for at least the last few years, the steady tend- 
ency has been to dismantle the discriminatory system. As was said in the final 
communiqué of the Commonwealth Finance Ministers’ Conference at Sydney 
in 1954, “the Commonwealth countries rejected then [in 1952] and reject now 
the view that any solution to our problems can be found in a closed system 
of discriminatory arrangements.” This policy may or may not prove to be 
right, and it could be reversed, but it is certainly misleading to suggest 
that it has not been followed. 

An adequate analysis of the sterling area as it stands at the moment must 
take account of this dismantling of the discriminatory controls in the area. 
Such an analysis must also consider the significance of the area as an inter- 
national banking mechanism, providing its members with advantages of con- 
venience and, possibly, of stability. As the discriminatory system disappears, 
the area is tending to move back to being something like the sterling area of 
the ’thirties: it is tending less and less to be an exclusive club and more and 
more to being a banker-customer relationship between Britain and the outer 
members. 

This book is disappointing, in showing no awareness of these changes of 
the last few years or even of the fact that they were implicit in the policies ac- 
cepted at the 1952 Commonwealth Conference. Instead the book lays excessive 
emphasis on aspects of the 1952 policies which have proved quite unimportant 
in practice, such as “planned development” of Commonwealth resources. In 
many ways, one can get a better understanding of the sterling area, as it is 
now, by looking at the history of the nineteen thirties than of the nineteen 
forties. In the ’thirties, the area was a regional financial mechanism, with some 
discriminatory defences; the big differences from the current system were 
the fluctuating exchange rate and the wider membership. Yet Polk, after de- 
voting 22 pages to the history of sterling up to 1900, gives less than 3 pages 
to the first four decades of this century, including little more than half a page 
on the ’thirties. This is a strange distribution of emphasis. 

It is unfortunate that a book which is so well written and in detail con- 
tains much valuable analysis and information should, in aggregate, be quite 
misleading. But it is the duty of a British economist, in reviewing it for an 
American audience, to say that it is more likely.to continue the existence of 
American misunderstandings of the sterling area than to remove them. As 
is pointed out by John M. Williams, in an admirable foreword, the sterling 
area has always seemed very different when looked. at from the outside and 
when looked at from within. But even if allowance is made for this difference 
of perspective, the fact remains that this book {ails to comprehend the true 
direction of movement of sterling-area policies in the last four years. This book 
should, therefore, be read by all who are interested in international finance; 
but they should read it as a valuable historical document: an account of the 
important phases in the development of the sterling area when discriminatory 
arrangements were its most important feature. 

A. C. L. Day 

London, England 
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Business Finance; Investment and Security Markets; Insurance 


The London Capital Market. By Norman A. D. Macrae. (London: Staples 
Press. New York: John de Graff, distributor. 1955. Pp. 285. $6.00.) 

To write on British financial institutions is to invite comparison with some 
illustrious predecessors. This presentation takes a respectable place among 
its distinguished company. Mr. Macrae is a financial journalist who has sought 
to bring together up-to-date material ordinarily spread among many specialized 
works. He indicates familiarity with the best sources, writes in an engaging 
fashion about important problems. 

He attends to three main questions: (1) Are savings in Great Britain 
adequate for proper growth in the capital stock? (2) Are there existing finan- 
cing gaps? (3) Does monetary policy have a proper role in the regulation 
of total spending in the economy? 

Macrae estimates that per capita gross fixed investment in Britain was be- 
tween about one-third and two-fifths of that in the United States during the 
first seven postwar years, and about two-thirds of that in Western Germany. 
Even these figures understate the difficulty, he suggests, because they are gross 
investment and the portion of total gross investment represented by replace- 
ment in Great Britain is much higher than in her chief industrial competitors 
including Germany and Japan. 

He sees high business taxes as the chief cause of inadequate saving and 
investment. In Britain during 1952 corporate profits before taxes were divided 
as follows: 35 per cent went to taxes, another 30 per cent to dividends and 
interest, and the final 35 per cent to corporate savings. In contrast, he points 
out that out of the personal income dollar, 15 per cent is paid out in direct 
taxes, 80 per cent is spent, and only 5 per cent is saved. He concludes “The 
implications, for a country that desperately needs savings, are obvious. But 
they are also politically very awkward indeed” (p. 173). 

In discussing financing gaps, he gives attention to the question whether the 
existing mechanism is adequately efficient for transferring funds and whether 
the allocation is appropriate. The general pattern of the flow of funds is shown 
to be similar to that in the United States—the institutionalization of saving 
with a consequent problem of inadequacy of risk capital. 

He considers a number of possible financing gaps. One he refers to as the 
Macmillan gap from the study in 1931 by the Committee on Finance and 
Industry, suggesting a lack of financing facilities for small and medium-sized 
businesses in Britain. He analyzes the experience of the Industrial and Com- 
mercial Finance Corporation (1.C.F.C.) formed in 1945 to provide credits to 
small business. He finds that in the first eight and one-half years of its exist- 
ence the corporation utilized only a relatively small portion of its resources. 
He concludes that the low level of real investment in small British business is 
not due primarily to lack of investible funds, but to the lack of incentive to 
expand business activity because of crippling taxation. “Real investment is 
being destroyed before conception, not strangled at birth” (p. 124). 

On the other hand, with nationalization, new publicly owned industries 
have raised money by floating issues with gilt-edged ratings because of gov- 
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ernment guarantees. The consequences of this are seen clearly in the electrical 
industry. Fixed investment in the electrical industry has been around 70 to 80 
per cent of its gross annual contribution to national income, while the corre- 
sponding percentage for private manufacturing industry has been around 10 
to 15 per cent. Despite the relatively greater rate of expansion, this national- 
ized industry has maintained the price of electricity to consumers relatively 
low with no penalty rates for use during peak hours, resulting in repeated 
power cuts causing disorganization of industry. This example reminds us that 
we are inclined to take the workings of the capital markets under a price 
system too much for granted and it shows how maldistribution of resources 
occurs when the capital market is prevented from working freely. 

In view of the significance of foreign trade in the British economy, he looks 
for a possible gap in export financing. He concludes that the real trouble 
impeding British exports has not been lack of financing, but that British 
manufacturers have found it too easy to dispose of products on the inflationary 
domestic market. 

He properly ridicules the decision of the first Labour Government to ban 
investment companies on the ground that since they themselves did not engage 
in real investment, such financial operations would simply draw off resources 
needed for reconstruction. This rule was rescinded in July 1953. 

He observes the importance of retained earnings in financing business and 
comments that the use of rights in new financing is a kind of a forced levy on 
existing stock owners. He finds them “not one of the more inspiring features 
of the capital market” (p. 166). 

Macrae describes other new institutions established to finance business 
and concludes that if there are any financing gaps, they are to be remedied 
not by new institutional frameworks for the city of London, but by altered 
tax policy. “The maddening conclusion . . . must be that fair shares between 
people living today mean unfair shares for our children” (p. 177). 

The section on the Bank of England and monetary policy covers relatively 
more familiar ideas. Macrae takes the conventional view that monetary policy 
is more useful when restriction is needed than as a reflator, where he would 
rely more on budgetary policy. He demonstrates that a rise in interest rates 
is a kind of capital levy; he estimates that sterner monetary policy, which Mr. 
Butler initiated in November, 1951, in seven months reduced prices of ordinary 
shares by about 22 per cent and of long-term gilt-edge shares by about 15 per- 
cent. This effect on security prices probably caused postponement of some 
investment issues. Because the last 30 to 40 per cent of inventories is financed 
by bank borrowing, higher interest rates will cut raw material purchases and 
better the terms of trade. He argues that a tight-money policy during an 
upswing will not necessarily cut investment at the expense of consumption any 
more than alternative restrictive fiscal policies. 

This book is a lucid, factual, and reasonably analytical study of British 
financing institutions. With the main conclusion that the apparent financing 
gaps are really taxation obstacles, one must have reservations. Macrae’s evi- 
dence that the financing gaps may be apparent rather than real is persuasive, 
but his conclusion that taxation must therefore be the real villain, does not 
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necessarily follow. He does not consider other possible causes. Relative lack of 
efficiency of British industry, for example, is a possible source of difficulty not 
explored. 

Regardless of whether we agree with the diagnosis of the malady and the 
prescription for its cure, he provides a valuable account of “the lively throbbing 
heart of the national economy.” 


J. Frep WESTON 


University of California, 
Los Angeles 


Business Organization; Managerial Economics; Marketing; 
Accounting 


Distribution’s Place in the American Economy since 1869. By HAROLD BARGER. 
National Bureau of Economic Research, Gen. Ser. Study no. 58. (Prince- 


Retail Trading in Britain 1850-1950. By James B. Jerrerys. National Insti- 
tute of Economic and Social Research, Economic and Social Studies XIII. 
(Cambridge: Cambridge University Press. 1954. Pp. xvii, 497. $9.50.) 


Productivity in the Distributive Trade in Europe, Wholesale and Retail As- 
pects. By JaMEs B. JEFFERYS, SIMON HAUSBERGER and GORAN LINDBLAD. 
(Paris: Organisation for European Economic Co-operation. 1954. Pp. 118. 
$1.00.) 

Dr. Barger has made a notable contribution to the statistical and interpretive 
literature of marketing in his enormously painstaking study. He conceives of 
distribution as one of the service group of industries comprising primarily the 
retailing and wholesaling enterprises and activities involved in marketing the 
commodities produced by the agricultural, forestry, fishing, mining and manu- 
facturing industries. There is a heavy stress upon finished goods (including 
construction materials). And he makes a basic distinction (admittedly both 
difficult to make and treacherous to carry through in analysis and interpreta- 
tion) between commodity production and commodity distribution. (Thus, e.g., 
at one point he speaks of the increase in the share of the labor force engaged 
in distribution as being “at the expense of the commodity producing in- 
dustries”—p. 19.) 

The volume consists of three parts: Part One, dealing with trends in em- 
ployment and output; Part Two, concerned with the history of distribution 
costs; and the appendices which provide four valuable collections of materials 
presenting a wealth of supporting evidence, a detailed review of procedures of 
analysis, and sources of data and a bibliography of periodicals in the wholesale 
and retail trade to 1919. 

Barger’s volume will be a standard reference work and jumping-off point for 
ae empirical studies from here on. Since the analysis and the interpretation are 
Reed in very broad terms, additional special studies will be required to implement or 
test the preliminary evidence, especially because wide diversities are often con- 
cealed by the broad relationships. For the most part the evidence and analysis 


= 
ton: Princeton University Press. 1955. Pp. xviiia222. $4.50.) 


BOOK REVIEWS 1021 


are presented for two time-periods: 1869-1929 and 1929-1948. No special effort 
was made to segregate the impacts of the two world wars, although such an 
endeavor might have provided some illuminating contrasts and insight. 

Barger finds that the employment trends in distribution have been part of a 
“remarkable shift in peoples’ ways of getting a living in the United States” 
(p. 6) over the 80-year period. Throughout the entire period “the fraction of 
the labor force engaged in distributing commodities has increased sharply, 
while the fraction engaged in producing commodities has declined, though not 
so sharply” (p. x). Similarly “output per man-hour, in both distribution and 
production, has tended to rise throughout the eight decades; but it has tended 
to rise much more rapidly in agriculture, mining and manufacturing than in 
the retail and wholesale trade” (p. x). Breaking the analysis into two time- 
periods disclosed one significant difference in trends; namely, from the Civil 
War to the first world war there was an expansion of the distributors’ share 
of the retail sales dollar whereas there has been neither an upward or down- 
ward trend in the recent period. 

In addition to a panoramic view there are more detailed, but withal brief, 
exciting glimpses into special areas and issues and some sketches “of the in- 
fluences at work” (p. 9), only a few of which can be mentioned. Typically the 
results of these forays are more suggestive than definitive. (1) The work week 
fell from 66 to 44 hours in distribution during 1869-1949 in contrast to 52 to 
43 hours in commodity production. (This factor alone therefore is an import- 
ant reason for the expansion of employment in distribution.) There was, how- 
ever, a threefold expansion of man-hours of labor input in distribution over 
commodity production. (2) Part-time and family workers had a relatively 
larger role in distribution, somewhat comparable to farming (pp. 16-18). (3) 
In the net, “distribution probably accompanies the handling of commodities 
with somewhat more service on the average than in 1869” (p. 36) and “output 
per man-hour in distribution . . . rose 1.0 per cent yearly over the period 
1869-1949” in contrast with 1.9 per cent for agriculture, 2.6 per cent for min- 
ing, and 2.3 per cent for manufacturing (p. 52). The lower rate of output for 
distribution is explained by the “relative sparsity of technological innovations” 
(p. 52). (4) Wholesaling reached its peak importance during the first period, 
but at different rates as between industries and parts of the United States, and 
has been declining relatively during the second period. This observation can 
not but provoke much further discussion, especially since (a) manufacturers’ 
sales branches are included in the wholesale data of the second period, follow- 
ing the Census practice, and (b) the author considers the growth of large-scale 
retailing as the chief reason for the decline of wholesaling. So far as wholesaling 
as a function is concerned, chain-store warehousing and the direct buying activ- 
ities of department stores and other retailers should be handled analytically in 
the same way as manufacturers’ sales branches. So far as “independent whole- 
saling” or the ownership and control of wholesaling activities is concerned, 
manufacturers’ downstream penetration into the marketing channels, often 
obscured by census data, should be considered equally or more important than 
the upstream activities of large-scale retailers. 

One of the most significant aspects of Barger’s study is the historical analysis 
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of distribution costs. He conceives of the cost of distribution as the “gross 
spread” or “the difference between the value of commodities leaving the dis- 
tributive system and their value when they entered the system” (p. 55). Thus, 
cost of distribution is equivalent to value added in manufacturing and includes 
profits as well as expenses. As already noted, Barger concludes that there was a 
slow rise in distribution costs in this sense during the period to 1929 and that 
after that “any further rise . . . if it occurred, was inappreciable.” It should 
be emphasized that he is speaking here in general terms, not of individual in- 
dustries, trades or commodities. He realized that this general conclusion runs 
counter both to popular belief and the facts in certain fields. It should be noted 
also that the data and the conclusions are in terms of the “industry” and not 
the “function.” Barger indicates that his percentage figures most likely have a 
downward bias especially because they omit much of the merchandising, selling 
and advertising activities of manufacturers (p. 63). An important further con- 
sideration is the difference in weighting employed in the early period (com- 
modity output) and the later one (volume of sales). 

Some readers will undoubtedly be greatly interested in the wide difference 
between Barger’s over-all estimate of distribution costs of 42 per cent of retail 
value and the 59 per cent figure of the Twentieth Century Fund in its 1939 
study Does Distribution Cost Too Much? Unfortunately, it is impossible now 
to explain this difference. Barger suggests that the downward bias in his pro- 
cedure of estimating goes “only a small part of the way to explain the differ- 
ence” (p. 63). A further factor he notes is the inclusion of transportation costs 
of unfinished goods as well as finished goods in the Twentieth Century Fund 
study. It seems to the reviewer that a large part of the difference may be ex- 
plainable by these two items, especially by manufacturers’ distribution costs 
which amounted to almost one-fourth of the total in the Twentieth Century 
Fund study. It should be recalled, however, that the authors of this study 
clearly warned readers of the imprecise character of their data and that their 
estimates were only “a rough approximation.’ Perhaps the revision of Does 
Distribution Cost Too Much? now under way will resolve the matter. 

The observations concerning distribution costs illustrate both the strength 
and weakness of Barger’s important study. Its strength lies in its statistical 
generality in contrast with the British and European studies discussed below. 
He is to be commended for his willingness to observe and interpret so broadly 
and with such meticulous care. Some meaning is lost, however, and some risks 
of fallacious interpretation are assumed in this process. Barger is of course 
aware of both the omissions for lack of data or the possible sins of commission 
by readers who may not appreciate the limitations of the observations in rela- 
tion to given fields or situations. 

In Retail Trading in Britain 1850-1950, Dr. Jefferys and The National Insti- 
tute of Economic and Social Research of Great Britain make an important 
contribution to a “little-explored aspect of the social and economic history of 
the British people and to the economics of distribution and of scale in distribu- 
tion.” Jefferys notes in his opening sentence that the study of the art of shop- 
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keeping has been surprisingly neglected “by the nation of shopkeepers” (p. xv). 
The volume has many similarities to Barger’s study especially as to the period 
of coverage and the stress upon the broad, panoramic view of historical devel- 
opments. Although there is a tremendous body of statistical evidence there is a 
much heavier relative reliance upon qualitative interpretation because of the 
lack of quantitative data in Britain. Much of the statistical evidence takes the 
form of estimates based on relatively crude sources rather than census or other 
compilations. The author and the Institute enjoyed the support of a very large 
number of business enterprises in providing materials. Although the study is 
centered upon retail trading there is a large amount of evidence and interpreta- 
tion of developments in wholesaling and the “distributive trades” in general 
and in production, especially in manufacturing. The author appropriately 
stresses the organic singleness of the so-called processes of production and dis- 
tribution and decries the strong physiocratic heritage that distribution is a 
sterile, unproductive activity. 

The interest of the volume is not merely the setting forth of trends but also 
the explanation of the trends both in general and in many special situations 
by types and subtypes of enterprises. From this standpoint the volume is in 
sharp contrast to Barger’s book. Barger took only a small number of careful, 
preliminary steps towards explanation whereas Jefferys indicates time and 
again the leading influential factors at work as he sees them. One has the feel- 
ing that Barger is always the cautious scholar and statistical craftsman, 
whereas Jefferys writes with more assurance about the reasons for changes, 
perhaps because of his own intimate experience in business and that of his 
numerous informal collaborators from business. 

The initial 120 pages of Retail Trading in Britain 1850-1950 outline the 
historical evolution and trends in the distributive trades, with stress on retail- 
ing, for three time-periods, 1850-1914, 1914-1939, and from the second world 
war period to 1950 with a glimpse into the f:.:ure. The step-by-step expansion 
of the large-scale retail types, the cooperatives, the department stores and the 
multiple shop (chain) retailers is traced. In each period and situation, an en- 
deavor is made to account for the rate of advancement or the character of the 
adjustments in terms of the general milieu and trends and specific competitive 
influences. Readers will find these chapters extraordinarily interesting. The 
staging of the unfolding drama in the distributive trades includes: (a) “the 
victory of machine power” and of mass production; (b) the growth of Britain’s 
dominance in world trade; (c) the expansion and consolidation of working class 
demand (the cooperatives and early low-cost and low-price multiples expanded 
to serve this demand); (d) the later rapid growth of the middle classes and 
their demand (the department stores and later multiples served this demand 
with greater variety of goods and services); (e) the decline of British agricul- 
ture and the increasing reliance upon imported sources of food supplies (con- 
sequently entirely new channels of distribution were constructed). 

Influenced by these and other special factors, Britain’s distributive trades 
were literally transformed from the 18th century pattern into that in existence 
by the time of the first world war. Important in this transformation were (a) 
the decay of the traditional markets and fairs and of the small producer-re- 
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tailers, (b) the increasingly important role of wholesalers, and (c) the begin- 
ning of the tendency on the part of manufacturers to sell directly to retailers 
and to take responsibility for the character and quality of goods. Following 
the first world war, manufacturers continued their downward penetration of 
the distributive channels; resale price maintenance, established at the end of 
the 19th century flourished increasingly; the large-scale retail types continued 
their expansion, and wholesalers began a relative decline. Perhaps most signifi- 
cant of all was the penetration of the multiple types of retail organization into 
almost all fields and a relative shift away from price competition to a greater 
stress on services, variety and quality. 

The governmental controls of the second world war were intended to and 
were successful in maintaining the status quo. During the postwar years, the 
prewar trends have reasserted themselves especially with manufacturers taking 
increasing responsibility over distributive channels. The author suggests that 
this process may be expected to continue, so that “grading, identification, 
specification and information for the consumer will probably become the pro- 
ducer’s function in practically all trades” and “an important feature of this 
development will be greater progress in the direction of standardization and 
simplification of the design of goods and of their shapes and sizes” (p. 10). 
Consequently, there will be a considerable reduction “in the costly and time- 
consuming tasks at present performed by the retail trades of measuring, fitting, 
adjusting and special ordering for each individual consumer.” He envisages also 
a further expansion of large-scale retailing especially of the multiples. “The 
general effect of these developments” (p. 110) (including some not recorded 
in this review) “will be to make the distributive process as such for a wide 
range of goods one of organization only, or, to use an American term, an 
engineering operation” (p. 110). In this development “it remains to be seen 
whether . . . in respect of a wide sector of demand, the problem of matching 
in time and place the flow of goods with the needs of the consumer . . . will 
be seen as reducible to a number of relatively simple principles that call for 
close co-ordination and cooperation between producer and distributor” (p. 
120). (Mathematical programmers please take notice! ) 

The second and larger proportion of the volume (322 pp.) presents the de- 
velopments of large-scale retailing from 1850-1950 in the leading trades begin- 
ning with the grocery and provisions trade and ending with household goods. 
These reviews are exceedingly illuminating and valuable and illustrate both the 
play of the general influences depicted above and the diversity of conditions, 
adjustments and trends. American readers will find it most interesting to make 
comparisons with developments in this country, trade by trade. The third 
portion of the volume (37 pp.) consists of 5 appendices in which the proced- 
ures of analysis, definitions, and other materials are presented. 

Although Jefferys stresses the growing importance of large-scale retailing in 
Great Britain he is not unaware of the even larger roles of the small- and 
medium-scale independent dealers. At the end of the period of study, 1950, 
about 60 per cent of the total retail volume of sales was in the hands of other 
retailers than the cooperatives, multiple shops and department stores. There 
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were, of course, wide differences among fields, According to Jefferys “the story 
of the small-scale retailer has still to be written” (p. xvi). He notes a very 
striking difference between Great Britain and the United States and Europe 
in general; namely, in Britain, where large-scale retailing has made the greatest 
advances, collective efforts of small dealers such as retail buying groups and 
voluntary wholesale chains “are practically unknown” (p. xvi). 

Readers will be interested in the difference between the Barger and Jefferys 
studies in the handling of the discussion of distribution costs. Jefferys was un- 
able to do anything statistically as to the early period because of the lack of 
data (p. 98). Furthermore, he doubts the validity of historical analysis because 
of the shifts in functions and processes as among producers, wholesalers and 
retailers. He notes both a transference of functions, especially from retailers 
to producers, and an undoubted increase in the efficiency of distributing a given 
quantity of goods. He holds in agreement with Barger, but without any quan- 
titative measures, that the fall in production costs in practically all instances 
was greater than the increase in the efficiency of the distributive processes. He 
concludes, therefore, that “the result was an automatic rise in the relative cost 
of distribution” (p. 99). This conclusion, he believes, also is further supported 
by the tendency towards “more complicated and more elaborate forms of dis- 
tribution including greater service to the consumer” (p. 100) during the inter- 
war years. 

Barger explicitly agrees with the conclusion reached by Jefferys (p. 44) and 
his data support it for the period 1869-1929. But he found that the share of 
distribution as a percentage of the retail sales dollar had held remarkably con- 
stant in recent times in the United States. Barger does not fully account for 
the stability of the share of distribution since 1929. His “industry” approach 
probably makes such an explanation impossible within his data and estimates. 
He notes the complexity of the connections between productivity changes and 
changes in margins, and the difficulties of forging the links in the chain statisti- 
cally (p. 44). 

If perchance Jefferys’ observations and Barger’s estimate for the recent 
period are both correct, then it appears that Great Britain is lagging behind 
the United States in historical evolution as far as relative distribution costs 
are concerned. But one can not be sure because Barger did not develop a mea- 
sure of the transfer of marketing functions from wholesalers and retailers to 
manufacturers. Similarly, he had little to say about the impact of vertical 
integration in its various guises upon marketing costs. As indicated above, he 
suggests that his percentage figures for the recent period have a downward 
bias, chiefly because they do not reflect the likely increase in marketing costs 


- by manufacturers. It is this reviewer’s judgment that this increase may well 


be larger relatively in the United States than in Great Britain. So, perhaps, 
we must leave the broad, comparative interpretation of the evolution of market- 
ing costs to sophisticated conjecture and to future scholars! 

Productivity in the Distributive Trade in Europe published by the Organi- 
zation For European Economic Co-operation was intended to be a preliminary 
survey to stimulate discussion of urgent problems in the field of distribution 
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with special reference to those aspects in which productivity could be improved. 
Dr. Jefferys and his two Swedish collaborators have prepared an interesting 
little monograph which should stimulate further work. 

The report has an extraordinarily wide coverage including general discussion 
of distribution and of its productivity, the economic background and trends, a 
sizable collection of statistical evidence, a detailed analysis of problems of 
manufacturers and producers, wholesalers, retailers and consumers, and of the 
legislative and institutional framework of distribution. In the Appendix are 25 
recommendations to the European Productivity Agency to improve the produc- 
tivity of distribution in European countries. 

The study involved the acme of the factual and statistical difficulties faced 
by Barger and Jefferys in their American and British studies. The wealth and 
reliability of the evidence and analysis in Barger’s study may well set the goal 
for the collection of data and statistical analysis for European countries. The 
tentative estimates for Europe, if soundly based and reasonably equivalent to 
those made by Barger, indicate that there are some marked differences in the 
character and effectiveness of distribution in Europe and in the United States. 
For example, it is estimated that distribution in Europe utilizes about one- 
eighth of total employed man power (with variations among countries) and 
is responsible for about the same fraction of national income. (It is not indi- 
cated why the employment and income ratios should be the same.) Barger’s 


figures for the United States are 16.4 per cent of the U. S. labor force and 19.1 


per cent of total employment. He made no full estimates of distribution’s con- 
tribution to national income. For Europe the tentative estimates of cost of dis- 
tribution range from 35 per cent to 50 per cent of the retail price of consumers’ 
goods. Barger’s comparable figure for the United States is approximately 37 
per cent or 42 per cent, depending on whether transportation costs are in- 
cluded. Thus, if the tentative estimates are to be trusted, in Europe there is at 
the same time a lower relative employment and higher costs in distribution 
than in the United States—an unlikely state of affairs! 

The European study suggests tentatively that there was some reduction in 
postwar retail and wholesale margins in contrast with the over-all constancy 
of margins in the United States portrayed by Barger. There are numerous sim- 
ilarities of emphasis and conclusions in the two studies, such as stress on the 
expansion of distributive services and some general increases in productivity 
in recent times. Some of the conclusions reached in the OEEC study are the 
following (a) manufacturers will play an increasingly larger role in the distri- 
bution of their products; (b) wholesalers are declining relatively, but are mak- 
ing a number of important adaptations including the promotion of voluntary 
chains; (c) the wholesaling of perishable foods in Europe is archaic; (d) over 
80 per cent of the volume of retail sales is still in the hands of independent 
dealers many of whom are small family establishments; (e) self-service has 
as yet made little headway in Europe but may be expected to expand; (f) price 
competition is now less aggressive than in the prewar period (even the self- 
service stores have held prices at the level of their service competitors) and 
European retailers are very reluctant “to compete vigorously in retail prices” 
(p. 80); (g) the tax system in some countries is used to discriminate against 
certain forms of enterprises, especially integrated firms; (h) licensing and 
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certificates of capacity exert a politico-economic influence over distribution, 
tending to restrain such developments as supermarkets and one-stop shopping 
centers; (i) the general influence of the growing trade associations is “for the 
maintenance of the status quo” (p. 101). It is strongly recommended “that the 
National Productivity Centres in the different countries work in the closest 
possible cooperation with the associations and help to harness their strength 
in the direction of increasing productivity” (p. 102). 
E. T. GRETHER 
University of California 


Industrial Organization; Government and Business; 
Industry Studies 


The United States Patent System: Legal and Economic Conflicts in American 
Patent History. By Froyp L. VAuGHAN. (Norman: University of Okla- 
homa Press. 1956. Pp. xvi, 355. $8.50.) 

In this book the late Professor Vaughan has presented an extremely useful 
collection of cases in which the patent system has been used by United States 
business firms to obtain extended monopolistic positions or to enforce monopo- 
listic practices. Court decisions, consent decrees, complaints and briefs of the 
Department of Justice, documents, hearings, and reports of the House and 
Senate, and special governmental hearings and reports have been painstakingly 
combed for specific instances of “illegitimate” business practices based on 
patents. The result is an impressive catalogue of sins both of omission and 
commission in scores of industries, and I know of no other such comprehensive 
and systematic collection. Innumerable instances of patent pools, patent con- 
solidations, license agreements, cartels based on patents, patent control of sup- 
plementary products, forced validity, prolonged monopoly, and suppression of 
patents are described in seven chapters which comprise fully two-thirds of the 
book. 

On the other hand, and in contrast to Vaughan’s first book, Economics of 
Our Patent System, the present work contains little analysis of the economics 
or history of the patent system or of the economic consequences of its abuse. 
The author takes for granted that in a variety of ways a properly administered 
patent system encourages the making and introduction of invention and is 
“conducive to competition in that it stimulates individual initiative and private 
enterprise” (p. 25). His discussion of the nature of invention and the purposes 
of the patent law is extremely general and not always consistent. For example, 
he holds on the one hand that “history shows little correlation between the 
grant of monopoly rights to inventors and the emergence of great inventions” 
(p. 11); on the other, he offers as a partial explanation of one of his basic 
contentions—that hired inventors seldom produce great inventions—the fact 
that “the hired inventor receives a salary as reward rather than a patent with 
all its possibilities” (p. 282). Yet university inventors seem to be a different 
breed, for they do produce “great inventions” without the prospect of a patent 
monopoly since “apparently there is no causal relationship. between their great 
inventions and prospective money-making from patents” (p. 314). 

Vaughan seems more concerned about the effect of the existing patent ar- 
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rangements on inventors than he is about other restrictive consequences. He 
devotes one whole chapter to the argument that both independent and “hired” 
inventors are discouraged under present conditions. Although he does urge 
appropriate action to deal with the types of abuse he so extensively catalogues, 
the worst effect of these abuses is apparently to reduce the opportunity for the 
independent inventor. In addition, the concentration of inventive activity in 
the research laboratories of the big corporations reduces the chances of obtain- 
ing “great inventions” because inventors are no longer free to invent as they 
will. The corporation research laboratory, while efficient in the production of 
improvements and commercial innovation, is not likely to do fundamental re- 
search. It “. .. does not know how to find potential inventors. It hires scientific- 
ally-trained graduates of colleges and overlooks the young Edisons and Fords. 
Most important, it generally directs its inventors along chosen lines rather than 
let their imagination have free play” (p. 276). 

These contentions are important and may indeed be true, but they are sup- 
ported by general and rather casual reasoning and by examples of the great 
inventions that big corporations did not produce. A systematic investigation 
of the “invention record” of big business is still required, although, to be sure, 
it is difficult to see how the necessary information could be obtained. Such an 
investigation was not intended to be within the scope of Vaughan’s book, but 
unfortunately the validity of some of his major conclusions cannot be estab- 
lished without at least some evidence of this sort. Furthermore, the influence 
of patents on innovation as distinct from invention (by far the strongest argu- 
ment for the patent system) is not discussed at all. 

From the premise that patents stimulate competition and invention, except 
when granted to corporations in the names of their “hired” inventors, the con- 
clusion is drawn that one of the chief reforms required is to distinguish between 
the “independent inventor’s patents and those of the hired inventor” (p. 317). 
Vaughan is not clear how this should be done, but one is forced to conclude 
from his argument that ideally no patents should be granted except to “inde- 
pendent” inventors. Apparently he did not fully realize that such a step under 
present conditions would for all practical purposes destroy the patent system. 
The distinction he advocates may well be desirable, but it is supported more 
by the long list of monopolistic abuses which can be laid at the door of the 
corporation than by his argument that the commercial research laboratory is 
not a prolific source of “great” inventions (which are, after all, rare in any 
environment). 

As to the monopolistic abuse of patents, the remedies suggested are for the 
most part unexceptional. Vaughan would require closer scrutiny by the patent 
office before patents are granted and the enforcement of high standards of 
patentability; he would encourage the courts to use “every opportunity to ex- 
pose invalid patents” (p. 300), he would impose annual fees, limit the life of 
patents to twenty years from the date of application, and permit proof of sup- 
pression of patents to be used as sufficient defense in infringement suits. Fin- 
ally, he asks for “prosecution under antitrust laws that wins decisions and then 
enforces the decisions” (p. 317). Strangely enough, Vaughan rejects compul- 
sory licensing on the ground that it would not be necessary if his other pro- 
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posals were adopted, particularly those regarding the suppression of patents 
and the more effective use of antitrust laws. 

The only serious criticism of his “remedies” arises from his treatment of 
foreign patents. He defines suppression of patents as simply the nonuse of an 
invention which “others would like to manufacture or use if they knew about 
it” (p. 227). By nonuse he means “failure to manufacture.” Consequently a 
patent granted to a foreign manufacturer whose product is imported into this 
country is regarded as “suppressed” if the foreigner does not manufacture here. 
In other words, Vaughan inadvertently returns to the almost completely aban- 
doned principle of compulsory working for foreign patents. It is now widely 
agreed that compulsory working is inconsistent with the spirit and purpose of 
the international patent convention; in addition it has uneconomic effects on 
the international distribution of industrial activity, and discriminates against 
patent holders in countries with small markets. These aspects of the matter 
are not considered. 

Although Vaughan complains about the possibility of foreign patent holders 
retarding United States technological development, a systematic discussion of 
the problem of foreign patents is not within the scope of his book and the 
preceding criticisms do not detract from his primary achievement—the skillful 
presentation in one place of the major, and most of the minor, “legal and 
economic conflicts in American patent history.” 

EpITE ~“s*.TON PENROSE 

Johns Hopkins University 


Plant Location in Theory and in Practise: The Economics of Space. By MEL- 
vin L. GrREENHUT. (Chapel Hill: University of North Carolina Press. 


1956. Pp. ix, 338. $7.50.) 

Until recently the study of economic space was considered fringe material, 
one of the minor ceteris paribus concerns of theory. Lately, however, with the 
writings of Isard, Hoover, and (in translation) Lésch, spatial or locational 
economics has assumed a more important role. And with the publication of Dr. 
Greenhut’s study, there is now available an excellent survey of the evolution of 
this field, as well as a significant extension of its theoretical and empirical 
findings. 

The author begins by tracing the historical foundation of locational econo- 
mics. Von Thiinen’s early nineteenth century analysis of costs in relation to 
optimum production sites is contrasted with that of Alfred Weber who wrote 
some fifty years ago. Both tended to neglect demand factors. To supplement 
these findings, Greenhut introduces the literature of locational interdependence 
and market areas and, in some very carefully reasoned sections, discusses the 
intricacies of basing-point practices and the ramifications of the “line” prob- 
lem. Integrating the Germanic cost method of Von Thiinen and Weber with 
the demand-oriented concepts of the locational interdependence school, he 
points out that although the assumptions differ, the methods themselves are 
quite similar. 

A later section analyzes several locational factors such as transportation and 
processing costs. Transportation is considered by most economists to be the 
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main concern of spatial economists; Greenhut treats it as ii*ortant, but by 
no means exclusively so. He succinctly discusses the various cases of industrial 
location involving weight-losing raw materials, ubiquitous substances, and 
finished product shipments. Under processing costs, the effects of-rents, labor 
and management, interest, and taxes on location are described. 

But it is in the empirical section of his book that Greenhut makes his most 
interesting statements. Using a questionnaire the author obtained information 
from eight small firms that had located in Alabama in the period following the 
second world war. The experience of these firms in site selection was compared 
with the inventory of locational factors in an attempt to reconcile fact with 
theory. Earlier studies had focused primarily on larger industrial firms; their 
locational patterns generally seemed to conform to sound locational principles. 
And, although a sample of eight is by no means representative, it was found 
that personal considerations in several of these smaller cases outweighed purely 
“economic” ones. Perhaps this is what we should have expected after all. The 
large company calls in a firm of consultants who plot the advantages and dis- 
advantages of competing sites and deliver a report representing what is usually 
the most effective compromise. Size itself dictates the need for efficiency in 
plant location. But with regard to smaller firms there is still the flexibility, the 
personal motives, overriding the purely economic—the owner can doggedly 
resist the blandishments of opposing real estate interests and locate near the 
most convenient fishing stream. This latter type of behavior might conflict 
with that expected by believers in the “economic man”; nonetheless, as Green- 
hut indicates, it is far from atypical. 

The last section contains a synthesis and extension of the earlier parts under 
the title of “A Gencral Theory of Plant Location.” In it the author offers sug- 
gestions for modifications of existing location theory as well as a discussion of 
various types of models. 

All in all, Greenhut’s contribution is a very significant one. Some criticism 
might be made of the emphasis placed upon certain relatively minor topics, 
e.g., the “line” problem; as well as the omission of the important recent analy- 
ses of Isard, especially those concerned with “distance inputs.” But these 
are minor reservations. This book (the author’s statement notwithstanding) is 
not designed as a text, but for the reader who is concerned with developments 
in the rapidly growing area of spatial economics, it is absolutely indispensable. 

RoBert A. KAVESH 

Dartmouth College 


Structure of Indian Industries. A Statistical Study in the Size, Location and 
Integration of Industrial Units in the Seven Selected Industries of India, 
viz., Cotton, Jute, Sugar, Iron and Steel, Coal, Paper and Cement. By M. 
M. Menta. (Bombay: Popular Book Depot. 1955. Pp. xxvii, 340. Rs 
22/8.) 

This is the work of an apparently indefatigable statistician, one who is bold 
in the data he collects, albeit fairly cautious in the conclusions he draws. Dr. 
Mehta has obviously relied heavily on Sargant Florence’s location concepts and 
location-investment-size analyses for the framework of the greater part of his 
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book; and seems to have drawn rather extensively on the writings of Lokana- 
than and T. R. Sharma, amongst other Indian studies, for information on cer- 
tain of the size, location, and integration aspects of the Indian scene. (One 
wishes, incidentally, that Mehta had been more orthodox in his presentation 
and had made use of the sometimes burdensome but always helpful footnote 
to indicate his sources, instead of relying solely upon a “select bibliography.”) 
Throughout, however, Mehta has done pioneering work in assembling detailed 
statistical data. 

Mehta’s principal conclusions regarding trends in size in the seven industries 
he examines are that: there has been a general growth in size; the mortality 
rate is much higher among small-size units than large-size; there is always a 
“typical” size for each industry during each period, around which other units 
tend to cluster; and there always exist in each industry units of widely vary- 
ing sizes. Mehta also attempts to correlate size with rate of profit and with 
cost of production, but in neither is he very successful. The best he can do 
regarding the first is to find “a fairly high degree of positive correlation between 
size and rate of return” in six of the seven industries (p. 113), with the ex- 
planation that “the lack of perfect relationship between size and rate of return 
follows from the fact that size is not the only factor which determines the prof- 
itability of an industrial unit” (p. 114). Regarding the size-cost relationship, 
he believes his investigation “clearly suggests that there exists some degree of 
negative correlation” (p. 146). 

Mehta’s investigations regarding locational matters yield little in the way of 
useful generalizations, although they contain much interesting information on 
the special factors that have influenced the locations of the particular indus- 
tries covered. All seven industries have high “co-efficients of localization,” but 
some of them, he finds, are yielding to dispersion, particularly cotton and ce- 
ment which are very much “market-localized.” Mehta tries to ascertain how 
location may have been affected by regional variations in cost of production 
and in rate of return. He feels that his data yield only “highly suggestive 
indications” (p. 215 and 244); but even this may be too strong, since the con- 
clusions are based on specific industry studies for some of which he himself 
had seen fit to issue warnings like: “such comparisons cannot yield definitive 
conclusions, nor can they be regarded as authentic and trustworthy” (p. 230); 
and, “if the findings are viewed in proper perspective, and if utmost caution 
and care is exercised while drawing inferences, the observational data may 
suggest some useful indications” (p. 240). 

The third part of the book is primarily a study of the growing concentration 
of ownership and control of Indian industry, through the medium of that 
unique Indian institution, the managing agencies. Included are data showing 
the increasing Indianization of the agencies, as well as the interesting expansion 
of entrepreneurial activity of certain Indian “community” groups. The statis- 
tics on the latter subject probably were developed on the basis of explorations 
other researchers have undertaken at the M.I.T. Center for International 
Studies, but Mehta offers no clue. As a matter of fact, several of the tables in 
this part of the book are irritatingly lacking even in dates. Nonetheless, the 
data he presents on integration, being simpler in nature and in implication— 
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although not less important—than those in the first two parts of the book, 
seem to indicate trends more clearly than do many of the statistical tables in 
the ear’. chapters. 

All ..1 ail, Mehta appears to have made heroic efforts to harness the “under- 
developed” industrial statistics so far available in India. However, he has often 
had to operate with such deficient data that one is forced to conclude that a 
good deal of the resulting analysis is of questionable value, as he himself fre- 
quently intimates. Nevertheless, probably little of the tremendous effort he has 
expended on collecting and marshaling the figures has been wasted, for much 
of the statistical information he has here assembled will certainly be utilized 
in the future as benchmarks for measuring various changes in Indian industry 
that will inevitably result from the execution of the five-year plans, the ex- 
pansion of government ownership, and the enactment of recent legislation re- 
stricting the activities of the managing agencies. 

E, EHRLICH 

New York, N.Y. 


Nuovi Studi di Economia Aziendale: Le Macroaziende. By EM1L10 PANCIERA. 
(Palermo: Abbaco. 1955. Pp. 359. L. 2600.) 


The drive for centralization and economic control of the fascist state, and 
later the communist and socialist inspired demands for a controlled economy, 
have brought about government control in the Italian economy to an extent 
surpassed only in the economies of the communist bloc and of some Asian 
states. Although there has been no outright nationalization of industry in Italy 
since the nationalization of the railroads before the first world war, the State 
dominates the economy through a myriad of enti parastatali. 

There are at least 100 state-controlled economic enterprises concerned with 
production distribution and finance in today’s Italy. In most cases, governmen- 
tal intervention takes place through the holding of large stock portfolios but 
the details of the structure, administration and control of the enti parastatali 
are so varied as to defy description of their characteristics by other than the 
all-inclusive term used in Italian which can be rendered only with the caco- 
phonous “semigovernmental institutions.” Among such enterprises the Indus- 
trial Reconstruction Institute and the Cassa per il Mezzogiorno (Fund for the 
Reconstruction of the South) are the two largest. The IRI, established in 1933 
to provide a channel for pump-priming government investment, is the largest 
of all such complexes and the largest single economic enterprise in Italy. 
Through it the state controls approximately 35 per cent of all bank deposits; 
40 and 80 per cent respectively of steel and cast-iron production; 10, 25 and 
80 per cent of car, railroad and shipbuilding output, as well as the production 
of electric power, oil, natural gas and anthracite to the extent of 30, 40, 60, 
and 80 per cent respectively. IRI operated in 1955 on a budget of about $580 
million, a particularly imposing figure when placed against the $17 billion of 
Italy’s gross national product for the same year. 

An enterprise such as IRI is bound to create major economic and adminis- 
trative problems in any country. That they are the bread and wine of the 
political economist and of the student of public administration is obvious. Yet 
little has been done in Italy to analyze, or even to describe, the functioning 
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of IRI or the other enti parastatali. A beginning was made by E. Rossi in his 
book Lo Stato Industriale (Bari, 1953). Understanding of the economic im- 
pact and the administrative machinery of governmental economic activities is 
complicated by the fact that control over the state’s industrial complexes is 
shared with private capital by several governmental departments and agencies 
warring for jurisdiction, by the fact that the Italian economy is still recovering 
from the war, and by the cumbersomeness of Italy’s antiquated bureaucratic 
machinery. No help is provided by the book under review. 

Professor Panciera, of the accounting institute of the University of Palermo, 
calls the IRI, and other similar complexes of which the state itself is of course 
the most important, macroenterprises and, arguing that present-day economics 
are inadequate to the task, discusses the need for and the problems of their 
control. The book is devided into two parts; the first deals with “the state as 
an enterprise,” state-controlled enterprises and budgets; the second part deals 
with “the nation as an enterprise,” national accounts and the difficulties of 
national accounting. The fields of national accounting and public finance, gen- 
erally treated separately in economic literature, are thus unified., Sundry con- 
siderations on monopoly control, deficit spending, international trade balances 
and the coefficient of resource [sic] enrich the analysis. 

Much of the book is concerned with definitional discussions of the economic 
activity of the state. These can best be characterized by quoting the opening 
sentences of the book’s two parts: “While theoretically conceivable, there 
exists neither evidence nor proof of the existence of isolated individual life” 
(p. 11); and “The economy of a nation is not to be viewed as constituted by 
the economic activity carried out by the state, which expresses the fact of 
nationhood in a political and juridical sense, but rather by the economic activ- 
ity of the state and by those activities carried out by the separable individual 
components of the national community” (p. 207). The multiplicity of forms 
that the administration of public finance may assume is discussed with refer- 
ence to the administrative code, the constitution of the Italian Republic and 
parliamentary debates. In his discussion of the pertinent problems the author 
holds strongly to the view that the administration of all public agencies—in- 
cluding the financial aspects of provincial and communal administrations— 
should be centralized. Control can then best be achieved through a budget 
bureau of ministerial level. 

The section on national accounting is possibly less original and the author 
puts forth his views more modestly. He praises the 1949 law requiring the 
Italian government to present to Parliament a yearly report on the state of the 
economy, and he regards the fact that the first computation of Italy’s gross 
national product was made in one of the. U.S. Economic Cooperation Adminis- 
tration country studies for submission to Congress as an indication of the 
limited use of national accounting studies in Italy. In his exposition of the 
methods of national accounting the author relies upon U. K. Hicks’ Public 
Finance of 1947 and the OEEC’s Standardized System of National Accounts 
(Paris, 1952). The exposition is facilitated by several samples drawn from 
other countries. 

Oscar ORNATI 

Cornell University 
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The Development of American Petroleum Pipelines: A Study in Private En- 
terprise and Public Policy, 1862-1906. By ARTHUR MENZIES JOHNSON. 
(Ithaca: Cornell University Press. 1956. Pp. xiii, 307. $4.50.) 

A winner of the Beveridge Award of the American Historical Association, 
Johnson’s American Petroleum Pipelines is well written and thoroughly docu- 
mented. The subject is treated chronologically from the first small gathering 
lines of 1865 to the first interstate pipeline legislation of 1906. The narrative 
is skillfully interspersed with analysis, and the author’s technique of using 
short one-paragraph summaries at the beginning and end of each chapter 
aptly keeps the broad lines of the complex story before the reader. 

While it traces the evolution of pipeline transportation, the book is primarily 
a study of the relationship between “private enterprise” and “public policy.” 
Considering the earlier work of Tarbell and Nevins, one might take exception 
to the author’s contention that “the role of pipelines in the formative period 
of the petroleum industry [has] never been assigned the importance . . . it de- 
served” (p. vii). He has nevertheless added much new material, even on the 
aD better known phases of pipeline history, and has ably treated developments 
oe after 1888, a period about which earlier writers have been especially sketchy. 

Earlier studies of the petroleum industry have understandably stressed the 
role of the Standard Oil Company, but it should be noted that Johnson’s book 
is much more than a recapitulation of other Standard Oil histories. Courses 
of action pursued by independents are more fully explored here than in any 
work to date. Where the material warrants, the strands of the narrative are 
tied to broader political developments, as, for examplé, in the relationship be- 
tween the Lodge amendment (placing pipelines under Interstate Commerce 
Commission jurisdiction) and the broader reforms that Theodore Roosevelt 
pressed for in the Hepburn amendment to the Interstate Commerce Act. Again 
the public’s reaction (or lack of reaction) to various developments, especially 
pipeline legislation, is cited at every major step. 

For the nonspecialist in oil history, perhaps the most interesting and original 
part of the book lies in the author’s analysis of public opinion. A public irate 
over the rebates that Standard Oil received from the railroads, and aroused 
over the general railroad picture of the time, remained comparatively indiffer- 
ent to the equally important control of pipelines by the Rockefeller organiza- 
- tion. This paradox, says Johnson, must be traced in part to the industry itself. 
Even those interests opposed to Standard’s predatory tactics were by no means 
united on the subject of pipelines. Refiners in Pittsburgh and Philadelphia 
feared that crude oil trunk lines would divert refining from their cities, while 
the producers, who stood to gain the most from the independent outlets, seemed 
until a comparatively late date “hypnotized by the thesis that railroad discrim- 
inations were the primary source of their difficulties” (p. 93). While pipelines 
had for some time been interstate in their operations, only a few oil men ap- 
pearing before the 1888 House Committee on Trusts realized the importance 
of placing them under federal control. “The general public, whose knowledge 
of oil operations was gained from such investigations, was still indifferent to the 
whole matter of pipelines . . . from first to last [their] development . . . was 
the product of intra-industry conflict and private enterprise. Public policy 
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proposals . . . were used as much to sway public opinion against one of the 
parties to the conflict as to advance the interests of the other” (pp. 249, 251). 

The book would have been strengthened by the addition of a little more 
quantitative data that would have put the industry in larger perspective and 
given a clearer idea of the importance of the petroleum industry in the latter 
half of the nineteenth century. Even with the three maps included, it is difficult 
to follow the location of major refining centers and their railroad connections 
discussed in the early parts of the book. These minor difficulties, however, do 
not detract from the value of the work. It not only makes interesting reading 
in itself, but adds significantly to other recent monographs on this same gen- 
eral topic. 

Haroip F, WILLIAMSON 
Northwestern University 


L’atome unira-t-il le monde? By ANGELOs ANGELOPOULOS. (Paris: R. Pichon 
& R. Durand-Auzias. 1956. Pp. 216. 850 fr.) 

This is a sweeping and superficial survey of the problems of the new sources 
of energy (including solar energy) from a socialist (and Marxist) point of 
view. It covers atomic structure, costs of old and new forms of energy, auto- 
mation, the problems of war and peace, overpopulation, and the future of 
capitalism and communism. We are told that capitalism will be destroyed by 
the introduction of this new “means of production” (pp. 147-53), and that then 
the Soviets, no longer suffering “capitalist encirclement,” may be expected to 
turn toward democracy (pp. 162-64). Thus wi!l the atom “unite the world.” 

The book shows little understanding of economics, though the author re- 
ceived his degree at Leipzig, published several books on public finance, served 
as a professor of economics at the University of Athens, and as Undersecretary 
for Finance in the Greek government-in-exile. 

Basic to the book’s main thesis that atomic energy will destroy capitalism 
is the statement (p. 151) that falling costs of energy will not only destroy the 
value of the electric utilities, but will have the same effect on all enterprises 
in which energy “plays an important réle in the establishment of the costs of 
production.” With respect to the utilities, it is argued that new atomic plants 
will be so much cheaper that they will destroy the value of existing (thermal) 
plants (pp. 148, 151); yet that the capital required for the atomic plants will 
be so large that only the state can finance them (pp. 147-48). With respect 
to other industries, no argument is given as to why they should suffer “grave 
repercussions” and lose their value (p. 151). One would suppose that falling 
costs would offer new opportunities for expanding output and increasing profits. 

The handling of technical details is careless. For example, on page 81 a table 
is reproduced from Schurr and Marschak (Economic Aspects of Atomic Energy, 
1950) to indicate that atomic energy is competitive with thermal power plants. 
Yet the latter authors (pp. 26-32) indicated that the figures were only in- 
tended to be illustrative, and not a report on actual costs. In making a case 
that costs of power from fusion reactors will be much lower than from fission, 
Angelopoulos declares (p. 13) that “two-thirds of the expenses . . . are ab- 
sorbed by the complicated and onerous process used to obtain the fissionable 
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material.” Yet all estimates (including those cited by Angelopoulos) show only 
a small part of the total cost of the fission process is for fuel. He speaks also 
of the “simplicity of the fusion process,”’ though no such process has yet been 
discovered. 
In sum, this work is not a sound source for either technical information or 
economic analysis. Even those seeking a convincing statement of Marxist 
views on the social impacts of atomic energy will be disappointed. 

NEAL POTTER 
Washington, D.C. 


Labor Economics 


The Rise of the National Trade Union. By Ltoyp ULman. (Cambridge: Har- 
vard University Press. 1955. Pp. xix, 639. $9.50.) 
This volume, which deals with “the emergence and development of the na- 
tional union in the latter half of the nineteenth and the early years of the 
twentieth century,” is clearly the product of a great amount of painstaking 
research into many aspects of the American labor movement previously given 
relatively little attention. While the study builds primarily upon historical data 
involving five national unions—the Bricklayers’, Carpenters’, Printers’, 
Molders’, and Bottle Blowers’-—much additional material relating to other 
unions is introduced as well. The result is a study which not only reflects high 
standards of scholarship, but also constitutes a substantial contribution to the 
literature in the field of labor history. 
The first two-thirds of the book (Parts I through V) deals with the estab- 
lishment of certain decision-making powers within the control of the national 
union. These sections as a whole contain much new and important material. 
Part II in particular demonstrates effectively how the pressures arising from 
the “travelling member” led to greater national control over standards of ad- 
mission, discipline, benefit payments, etc. The analysis is very well docu- 
mented and gives much support to Ulman’s suggestion that “‘it is possible that 
the mobility of labor alone, apart from the extension of product markets, might 
have been sufficient to induce the formation of national unions” (p. 67). This 
observation is made particularly effective by Ulman’s analysis of the rising 
power of national unions operating in local product-market industries. 
Part III also provides much original and valuable data. In this section, the 
author discusses the forces leading to the emergence of national control over 
the initiation and conduct of strikes, as the result of increasing dependence on 
the national union for financial assistance and for coordination of local action. 
Particular emphasis is given to the relationship between the existence of na- 
tional strike funds and greater national strike control. Ulman finds that while 
the former was an important factor contributing to the rise of centralized con- 
trol, it was a less crucial variable than might be expected. His analysis might 
have been more meaningful, however, if all forms of national financial assist- 
ance, including ad hoc assessments, had been substituted for national strike 
funds as the independent variable, and if the influence of the building trades 
had been separated out, since the special conditions under which these trades 
work often require prompt local action if a strike is to be effective. 
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The subsequent section provides insight into the developing centralization 
of power in the hands of the national executive, as the natural consequence of 
the weaknesses of the initiative, the referendum, and other devices designed to 
retain control at the local level. Finally, Part V deals largely with familiar 
material concerning the establishment of the supremacy of the national union 
over local and national federated units, including the American Federation of 
Labor and the Knights of Labor. 

With few exceptions, the final third of the volume (Parts VI and VII) con- 
tains little new substantive material. In Part VI, Ulman discusses a number 
of national union policies relating to working rules, methods of payment, 
etc., most of which have been thoroughly analyzed elsewhere by Slichter and 
others. The author also has a tendency, particularly in this section, to in- 
troduce lengthy economic analyses to explain relatively simple phenomena. 
A chapter on strike policies, for example, contains an extensive explanation 
of the economic reasoning underlying the not surprising fact that the national 
unions supported local strike action during periods of seasonal or cyclical 
upswings, but opposed such action during periods of decline. 

The chapter analyzing national union policies toward geographic wage 
differentials does, however, fill a vital gap in the author’s discussion thus far, 
since Ulman’s earlier suggestion that the mobility of labor alone might ac- 
count for the rise of the national union immediately poses the question as to 
the role played by the widening product market. On this issue, Ulman’s 
investigation of the experience of several national unions provides support 
for the widely held view that “the desire to establish wage standards was in 
large part responsible for the formation of national unions in several notable 
instances” (p. 502). 

In his final section, Ulman attempts to test the validity of the Commons 
and Perlman theories of the labor movement in the light of his own findings; 
while a few interesting observations are made, the effort is generally dis- 
appointing. Ulman’s major criticism of Perlman seems to be based on the 
contention that many union policies reflected “optimism” rather than the 
“pessimism” of Perlman’s manualist. This optimism is inferred from such 
policies as the unions’ aggressiveness in collective bargaining (p. 588), from 
the existence of the opportunity to “ride up” an inelastic demand curve 
(p. 581), from the stated objective of gaining “better and better and still better 
things” (p. 588), and from other evidence in the same vein. Aside from the ex- 
tremely questionable usefulness of the “pessimist-optimist” concepts in the first 
place, it may be noted that the mere statement of “optimistic” views or adop- 
tion of “optimistic” policies does not assure their successful fulfillment. Further- 
more, all these policies clearly arise only as the result of strong union organiza- 
tion. Surely the fact that the average worker, once organized, adopts collective 
bargaining policies which reflect an “optimistic” outlook about the possibili- 
ties of improving his economic lot, is quite consistent with Perlman’s con- 
tention that the individual worker views his individual opportunities as 
scarce. It is precisely to alleviate this situation, according to Perlman, that 
the worker organizes; to hold that the very success of that organization 
disproves the theory is to confuse cause with effect! 
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Ulman’s criticism of the Commons’ “extension of markets” theory on the 
ground that it does not explain the rise of strong local unions in local product 
market industries, particularly in the early 1800’s, has greater validity. The 
author’s own explanation in terms of seasonal wage pressures, however, is 
poorly developed and hardly adequate to fill the gap. 

Despite the weaknesses of these last two sections, there can be no doubt 
that the early portions of the book represent a valuable contribution to the 
scholarly literature in the field. The research was exhaustive, the findings 
thoroughly documented, and the results rewarding. The book as a whole 
merits the careful attention of economists, historians, and others. 

Haroip M. LEVINSON 

University of Michigan 


The Evolution of Wage Structure. By Ltoyp G. REYNoLDs and CynTu1a H. 
Tart. (New Haven: Yale University Press. 1956. Pp. xii, 398. $5.00.) 
The controversial and rather disorganized character of wage theory has 
long posed a challenge to both general and labor economists. The exciting 
debate between Lester and Machlup in 1946-47 reflected the frustrating im- 
passe which had developed between the general theorist and the labor specialist. 
The collection of papers edited by D. M. Wright under the title Te Impact 
of the Union (1951), revealed significant differences among the general the- 
orists themselves and elicited sharp criticisms from many institutionalists. 
Numerous labor economists in turn contributed their speculations to the 
boiling pot. Meantime empirical studies of wage movements and wage struc- 
tures have gone on apace—some designed to test out various propositions 
already in the literature, others to develop new generalizations on an ad hoc 
basis. 

Lloyd Reynolds, with the aid of Cynthia H. Taft, has now attempted to 
lead the way to a possible synthesis between the main body of economic 
theory and the growing mass of empirical data. He has chosen as his focal 
point “that intermediate level of analysis [i.e., between the general level of 
money wages and the determination of particular wage rates] which classical 
and neo-classical economists had regarded as the proper province of wage 
theory”—‘“the movement of relative wage rates for different occupational 
levels, industrial categories, and geographical areas over substantial periods 
of time.” His basic problem is to explain how relative wage rates are de- 
termined and, in particular, how organizational behavior influences individual 
responses in the labor market. 

The Reynolds’ design is simple but imaginative. First, he considers what 
pattern of wage differentials would exist in “static equilibrium under condi- 
tions of perfect competition in the labor market.” The answer to this question 
he finds in neoclassical literature. Then he asks what kind of differentials 
develop in nonunion labor markets under “actual conditions of imperfect 
competition and dynamic change.” The answer to this question he seeks in 
economic history prior to widespread unionization. Finally he asks what effect 
the development of collective bargaining and governmental regulation has 
had upon the previous atomistic pattern. The answer to this question he 
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seeks in the economic history of the past sixteen to twenty years. 

Because the impact of unionism and governmental regulation upon wage 
structure has been comparatively limited in the United States, Reynolds 
has divided his study into two major sections. The first is an analysis of 
American experience. Concise but quite detailed case studies are provided 
of four industries representing “a variety of economic and organizational 
situations’”’—railroad transportation, iron and steel, cotton textiles, and pulp 
and paper manufacture. However, in the section’s concluding analytical chap- 
ter, Reynolds does not rely alone upon these case studies but also draws 
liberally from the substantial literature of wage studies in the United States 
in order to assess the “impact of unionism on wage structure.” 

The second major section of the book is devoted to a comparative analysis 
of wage determination and wage structure in France, Sweden, Great Britain, 
Canada, and the United States—the five case studies “arranged in order of 
decreasing influence of government and trade unions on wage determination.” 
The concluding chapter of Part II is a rather daring projection from the 
materials of these case studies in conjunction with the materials of Part I. 
After warning the reader of the limitations of his data and the hypothetical 
character of his conclusions, Reynolds proceeds (a) to sketch out “the nat- 
ural economic tendencies in the evolution of national wage structures” in the 
course of industrialization of a liberal capitalist economy; (b) to suggest 
the outlines of a general theory of relative wage rates applicable to a wide 
variety of national economies and integrating collective bargaining and 
government action with the individualized responses of workers and em- 
ployers in the market; and (c) to identify the main elements and implica- 
tions of a national wage policy. 

The central findings of the study may surprise and will undoubtedly 
challenge many general economic theorists as well as some labor economists: 
that wage structures are likely to come closer to competitive norms under 
collective bargaining and government regulation than under nonunion condi- 
tions; that wage regulation, within certain important limits, tends to supple- 
ment and reinforce market tendencies rather than to work against them. 

It is the reviewer’s judgment that Reynolds, in his excellently organized 
and written book, has made a strong, persuasive case for his lines of reason- 
ing and his tentative conclusions. But there are several flies in the ointment 
as students of wage determination will readily perceive and as the author 
himself will probably concede. After all, the disputatious character of wage 
theory is due to something more than the polemical nature of economists. 

The main “fly” is, of course, the quality of the statistical data on which 
wage students must rely. Despite the outstanding progress achieved by the 
U. S. Bureau of Labor Statistics in the past decade or more, available wage 
data, as Reynolds carefully notes, do not always match theoretical needs. ‘The 
growing battery of “fringe benefits” has aggravated the problem. It is not 
easy, for example, to analyze differences between the high-rate, low-fringe 
construction industry and the lower-rate, higher-fringe automobile industry, 
especially over a period of time. The situation is serious enough in the United 
States; it is considerably worse when other countries are involved, partly 
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because of their generally poorer statistical facilities and partly because of 
their greater adoption of supplementary wage payments. 

On the conceptual level, the reviewer was most troubled by the manner in 
which Reynolds injected values into so much of his analysis in Chapter 7, 
the concluding chapter of Part I. Values, obviously, cannot be eliminated 
from analysis and it is indeed important that, when they are involved, they 
should be made explicit. But approximations to and deviations from specified 
norms can be analyzed in a scientific study without requiring expressions of 
the author’s approval or disapproval. Reynolds, however, continually ap- 
praises the influence of unionism in terms of whether it has “improved” or 
“worsened” the wage structure, whether it has been “beneficial” or “unde- 
sirable” in relation to “underlying economic tendencies,” etc., without pro- 
viding any consistent set of standards. 

He indicates at one point (p. 169) that he considered and then rejected 
as his main criterion the “kind of wage structure which would exist in a 
perfectly competitive labor market,” because of the difficulties in quantifica- 
tion involved, although he also notes that “the reader may still detect the 
concept lurking in the background of the argument at various points.” Since 
no other standard is explicitly stated, it might have been wiser to omit the 
value judgments entirely. Interestingly, he follows the more objective ap- 
proach in Chapter 13, which contains his over-all analysis. 

Finally, specialists in various industries and countries will undoubtedly 
find many specific items of fact and interpretation on which to take issue. 
Within the reviewer’s range of knowledge, Reynolds appears to have done a 
remarkable job of correlating a tremendous volume of information of very 
uneven quality compiled by government and private agencies and by uni- 
versity economists. His analysis and appraisal of these data were aided by 
interviews and personal observations but these were necessarily limited, par- 
ticularly in the cases of the foreign countries. Many of his judgments were 
frankly speculative. If they are taken according to the author’s intention as 
hypotheses for further testing, and not as definitive statements of fact, the 
volume will serve as a most stimulating addition to the literature. 

MILTON DERBER 

University of Illinois 


Labor Relations and Productivity in the Building Trades. By Witt1aAM 
Haser and Harotp M. Levinson. (Ann Arbor: Bureau of Industrial 
Relations, University of Michigan. 1956. Pp. xi, 266. $4.75.) 

To career critics and chronic viewers-with-alarm, the building industry 
has long performed yeoman service in supplying apt illustrations of capitalism 
at its worst. Even more cautious observers have been inclined to accept with- 
out much question the picture of an industry which is out-of-date, lethargic 
and honeycombed with wasteful practices. Among the causal influences of 
the industry’s plight, high priority is almost always given the building unions 
with their make-work rules and other restrictive devices. What sinister con- 
notations come to mind with the bare mention of the Painter’s Brush, the 
Bricklayer’s Line, and the Plumber’s Pipe. 
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The purpose of this book by William Haber and Harold Levinson is to 
subject these ideas to scientific scrutiny. In light of its findings, some widely 
held preconceptions will have to be revised or given up entirely. The study 
is a worthy successor to Haber’s 1930 survey, /ndustrial Relations in the 
Building Industry. 

The first six chapters contain a review of the economic characteristics of 
the building industry, its collective bargaining arrangements, and the prob- 
lems of unstable employment, union security, and apprenticeship training. 
The data presented in this part of the study, while for the most part not 
new, are drawn from widely scattered sources. 

A recurring theme of these opening chapters is that the industry has made 
more progress than is commonly supposed, and that where inefficient practices 
persist, they are the result of inherent characteristics of the industry. Thus 
the investigators report that the “mass” prefabrication of certain building 
parts has developed rapidly since the second world war; that factory-type 
operations are coming in with the spread of large-scale housing developments, 
especially in the low-priced field; and that the main factor which stands in 
the way of further use of mass production techniques is the locational im- 
mobility of the product. Somewhat unorthodox conclusions are also reached 
in discussing the industry’s subcontracting system (for the small general 
contractor, it “permits the most economical use of the available skilled labor 
force”), the closed shop (the Taft-Hartley Act should be amended “to permit 
a return to closed shop agreements”), and apprenticeship training (“responsi- 
bility for whatever shortage of skilled labor has resulted must be assigned in 
part to both groups,” i.e., the contractors and the unions). 

The most original and important part of the book deals with the effects 
of union policies on the introduction of new techniques, working rules and 
worker productivity. The data for this discussion were secured during the 
summer of 1952 from “informal” ‘xterviews with spokesmen for contractors 
and unions in sixteen representative cities and with representatives of the 
federal government. A too brief description of the survey is given in an ap- 
pendix. 

The authors analyze union policies towards the adoption of new machines 
and materials, trade by trade and item by item. Many new techniques were 
found in widespread use, including power excavating machinery, power 
saws, power mixers, and power tools for cutting and threading pipe. New 
materials were also found to be widely accepted—rock lath, drywall, pre- 
pared plaster mixes and new types of paint, copper pipe and nonmetallic 
wiring, to name but a few. The most serious limitations on the use of new 
tools were uncovered in painting (the spray gun and roller were severely 
limited) and in those trades refusing to use the rivet gun. 

The discussion of union working rules and restrictive practices leads to 
somewhat more critical conclusions. The authors unearthed a number of 
instances where unions required unnecessary men and unnecessary work. 
The practice of prohibiting “outside” contractors from bringing their own 
men into a locality was found to be rather widespread. The authors also 
concluded that “the unions’ unqualified stand against piecework seems un- 
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duly inflexible” (p. 170). Nonetheless, the over-all effects of these and related 
union policies were found to be much less serious than has been widely al- 
leged, despite the fact that there was “overwhelming agreement among both 
union and contractor representatives, that labor’s efficiency had dropped 
sharply from the level of the 1930’s” (p. 157). According to these same 
interview sources, other factors such as the level of employment were far 
more important than union rules in determining the level of worker efficiency. 
Moreover, the authors found that in recent years there has been “a strong 
trend toward further liberalization of union policies.” 

In Chapter 9, the most interesting and perhaps least scholarly chapter in 
the book, the authors attempt to measure the effects on costs of home build- 
ing resulting from restrictions on new techniques and limitations on worker 
efficiency. By methods of measurement which are not made fully clear, the 
addition to final cost resulting from these practices is estimated to run from 
3 to 8 per cent, and only a small proportion of this amount is said to be 
attributed to “unreasonable” union rules and policies. 

The next chapter presents a brief but useful review of wage and hour 
trends in the building industry. In commenting on the long-term decline 
in percentage differentials between the skilled and unskilled trades, the 
authors note that some countertendencies have been evident in recent years. 
However, under the relatively favorable conditions of employment prevailing 
at the time of the 1952 survey, the union-nonunion differential had greatly 
narrowed in all the cities surveyed and had completely disappeared in some. 

The general level of hourly rates was found to be above rates paid workers 
in most other industries doing roughly comparable work, but the differential 
was held to be at least partly justified “by the loss of earnings due to seasonal 
unemployment, by the larger amount of supplementary benefits commonly 
found in other unionized industries, and by the more hazardous nature of 
the work” (p. 220). The authors estimate that real wage rates for building 
labor rose on the average 174 per cent per year between 1913 and 1952, a 
rate of increase not far out of line with the long-term gain in productivity 
in this industry. 

At no point do the authors venture far from their sources of statistical and 
interview data. No attempt is made to analyze the power relations within 
the building-trade unions or the extent to which they participate in market- 
rigging activities as reflected in antitrust cases. The treatment of jurisdic- 
tional rivalries is rather perfunctory and the racketeering problem is disposed 
of in three paragraphs. In general, the discussion of causal influences which 
lie behind union job standards lacks fullness and depth. The book’s contribu- 
tion—and it is an important one—lies in its detailed description of union 
work rules and practices. 

FRANK C, PIERSON 
Swarthmore College 
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Labour Policy in the USSR 1917-1928. By Marcaret Dewar. (London and 
New York: Royal Institute of International Affairs. 1956. Pp. viii, 286. 
$6.00.) 

Some Problems of Incentives and Labour Productivity in Soviet Industry. 
By G. R. Barker. (Oxford: Basil Blackwell. 1956. Pp. xxi, 129. 14s). 


Study of Soviet labor policy holds promise of providing insight into a 
variety of questions which are vital to an evaluation of the Soviet system 
and its possible contributions to economic and social organization elsewhere. 
The two volumes under review examine the evolution of Soviet labor policy 
on such issues as the conflict between the ethical principal of egalitarianism 
and the practical need for incentive wage differentials, the influence of labor 
unions upon decisions at the firm level and upon national economic policy, 
the relations of the unions to the state, the organization and adequacy of 
social insurance, standards of labor protection and their observance, and 
types of incentives and their relation to labor productivity. Despite a 
considerable area of common ground in their subject matter, the two authors 
exhibit markedly different preferences in their treatment. 

Margaret Dewar focuses on the development of Soviet labor policy prior 
to the five-year plans. She divides the study into five major periods distin- 
guished from each other by over-all circumstances and objectives: (1) before 
the 1917 Revolution, (2) after the Revolution but before the outbreak of 
civil war, (3) during the civil war, (4) the recovery phase of the New 
Economic Policy (the period when the Bolsheviks compromised with individual 
capitalism), and (5) the later phase of NEP (when policy sought to lay the 
foundations for national economic planning and accelerated industrialization). 
For each of these periods she provides a painstakingly detailed resume of 
evolving labor policy, basing her account primarily upon laws, decrees, and 
regulations and on records of labor union, Soviet, and party congresses. This 
material is arranged under conventional topic heads (such as wage policy, 
collective agreements, education and training, role of unions, strikes and dis- 
putes, and social insurance) which are repeated for each period studied. A 
lengthy appendix lists chronologically and summarizes the principal provisions 
of the more important labor codes, decrees, and regulations which appeared 
from October 1917 to October 1928. 

Beyond some modest guideposts in the form of brief comments on the 
general political and economic problems of each period and terse summaries 
of labor policy developments, Mrs. Dewar prefers to let the reader quarry 
his own conclusions from the bedrock of detail which she has provided. The 
general theme which may be said to emerge is that Bolshevik labor policy 
was idealistic before seizure of power, opportunistic and often ineffective 
during the turbulent years of War Communism and the first half of NEP, 
and increasingly representative of government rather than worker interests as 
NEP made way for the first five-year plan. Such a summary does not do 


* Other postwar studies on Soviet labor and labor policy include Abram Bergson, The 
Structure of Soviet Wages; Isaac Deutscher, Soviet Trade Unions; Walter Galenson, Labor 
— in Soviet and American Industry; and Solomon Schwarz, Labor in the Soviet 
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justice to the wealth of factual and descriptive detail which she has made 
available. Neither does it convey the growing tedium which all but the most 
stalwart readers are sure to feel at the continuous flow of factual reporting 
virtually unrelieved by critical comment or explanatory analysis. Mrs. Dewar 
has produced a useful reference work which reads like a carefully organized 
card catalogue. For analytical penetration we must look elsewhere though not 
to Mr. Barker as will become apparent. 

G. R. Barker’s treatment of Soviet labor policy covers a narrower range 
of issues than Mrs. Dewar’s book but carries the discussion from Revolution 
and War Communism through the mixed economy of NEP into the era of 
the five-year plans and ends with a chapter on “incentives in the theory 
and practice of current Soviet planning.” Against the backdrop of the economic 
and political peculiarities of each period Barker traces the development of 
measures to stimulate labor to greater productivity and comments on their 
apparent effectiveness. He deals with money wages, real wages, discriminatory 
rationing, bonus schemes, time and piece rates, the structure of money wages 
by skill levels and among industries, labor discipline both negative (penalities) 
and positive (morale), and nonmaterial incentives. He concludes that more 
and better capital equipment per worker has been the primary cause of rising 
productivity under the five-year plans but that incentive systems of various 
sorts have made an important supplementary contribution. Compulsion and 
discriminatory rationing Barker regards as emergency expedients and not basic 
features of Soviet labor policy. He feels that the Soviet worker’s sense of iden- 
tification with social objectives, his feeling of participation, and his (presumed) 
lesser awareness of the ‘“‘cash-nexus” make him more responsive to nonmaterial 
gains in the form of social recognition and prestige than his counterpart in 
capitalistic economies and that there is a continuing trend toward empha- 
sizing these motives in Soviet labor policy. 

This volume is more in the nature of a lengthy descriptive essay than a 
research monograph. Barker’s sources are primarily books and articles of 
Soviet economists and to a lesser degree official reports and statistics, minutes 
of party congresses and the like. None of the twenty-odd statistical tables 
which illustrate the discussion represent original analysis by Barker. All but 
two of these are quoted directly from Soviet sources and are presented with- 
out a word of caution or qualification. Sharply inflated official claims of 
increased labor productivity under the five-year plans are accepted at face 
value. 

Although Barker proposes an analytical approach the gap between promise 
and fulfillment is often painfully wide. For example, he invites the reader’s 
attention to his nineteen-page discussion of Soviet labor policy in the turbu- 
lent years 1917-23 on the grounds that insight will be provided into the 
nature and extent of the money illusion, the “fundamental motives governing 
men’s actions in an economy,” and the practical problems encountered in 
attempting to realize the ideals (“advanced by some socialist theoreticians”) 
of the moneyless economy and economic equality. What the reader does 
learn, if he did not know it already, is that the ravages of military operations 
can so disorganize an economy that the resulting commodity shortages will 
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not be exorcised by printing more paper money and that rationing and the 
labor draft may become necessary in such an extreme crisis. 

While Barker is probably correct that rising Soviet labor productivity has 
been due more to increased availability of capital per worker than to greater 
skill and intensity of work he certainly does nothing to buttress this conclu- 
sion beyond citing the opinions of some Soviet economists and planners to 
this effect.2 Nor does he offer much beyond his own opinion in support of 
the view that social recognition as distinct from material gain is in fact a 
more powerful motive for the worker in the USSR than in a capitalist coun- 
try. 

Both studies suffer from analytical anemia. The Dewar volume is, never- 
theless, a useful though uninspired reference work. Barker’s essay offers 
little more than a rearrangement of familiar material to fit into a particular 
investigative schema. In this case rearrangement alone does not impart new 
insights, with the result that the volume can be recommended only as a 
casual introduction to its subject. 

DONALD R. HODGMAN 

University of California 


Population; Welfare Programs; Standards of Living 


The Crisis in World Population. By J. O. Hertzier. (Lincoln: University 
of Nebraska Press. 1956. Pp. ix, 279. $5.00.) 

The New York Times (May 21, 1956) carried a story which began on 
page 1 in this wise: “Man is now standing at the gateway to a new flowering 
civilization. The population of the earth will multiply at least two or four 
times in the next 100 years. Technology can feed, clothe and shelter these 
people adequately and in some cases well. There will be no shortage of 
minerals, meals, or metals. Machine civilization will spread over the earth 
and it can provide for all from the most common substances: air, sea, water, 
ordinary rock and sunlight. Only one possible raw material shortage is fore- 
seen—brain power.” The story was continued on page 19 where one column 
bore the subheading, “Study shows plants yield enough to feed 500 times 
number now in world.” There was more to this effect about other raw ma- 
terials used by men. This story was given considerable play on the airwaves 
for a day or two after its appearance. One can find stories of similar vein 
also in communications emanating from or intended for the American bus- 
iness community, or in the writings of demographers, etc., of the Soviet 
Union. One does not, of course, encounter such stories in United Nations 
studies reflecting the opinion of responsible persons in underdeveloped Asiatic 
countries presently engaged in transforming and modernizing their economies. 

The very interesting book here under review deals with the problem posed 
in the excerpts compressed above from the New York Times. It is an “out- 
growth of an interdisciplinary seminar” devoted “specifically to Population in 
International Affairs.” It is “not a book for experts,” being intended rather 


*For one interesting attempt to test the relations of capital investment to productivity 
increase see Galenson, op. cit., pp. 248-55. 
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to set forth the “main features of the world population situation” for college 
students and interested laymen. It is composed of nine chapters which deal 
successively with inter-country differences, population increase, the impact 
of modernization on demographic balance, the grouping of countries on a 
demographic basis, population pressure in underdeveloped countries, the 
need for modernization in these countries, increasing the world’s food supply, 
the role of migration in the provision of relief from population pressure, and 
the determinants of fertility and the need for its reduction. The book serves 
its intended purpose nicely. One misses principally an assessment of the 
impact of the decline of mortality, of the sort recently published by K. Davis 
(cf. American Economic Review, Proceedings, May 1956, pp. 305ff.) 

Considerable attention is given to obstacles, sociological and economic, to 
modernization and to means of overcoming them. That social upheaval tends 
to accompany modernization is indicated, but it is suggested that all non- 
material values which do not greatly impede modernization should be pre- 
served (p. 151). This argument, which suggests that particular values may 
occur in a considerable variety of combinations, needs modification if, as 
seems likely, values are highly intercorrelated. While the difficulties attendant 
upon increasing the food supply in various parts of the world are stressed, 
there is not enough emphasis upon the effects of raw materials scarcity, etc., 
upon the role of space itself, and upon the capital-absorbing and hence 
income-growth-retarding power of population growth. International migration 
is correctly described as affording little relief, but it might have been added 
that investment in the emigrant-sending country, by transforming its econ- 
omy, may contribute much more to demographic improvement in the long 
run than similar investment upon such immigrants in a country of immigra- 
gration. The closing chapter on fertility reduction summarizes the current 
situation nicely. 

JosepH J. SPENGLER 


Duke University 


The Economics of Consumption. By W1Ltarp W, CocHRANE and CAROLYN 
S. Bett. (New York: McGraw-Hill. 1956. Pp. viii, 481. $6.50.) 

Cochrane and Bell’s book is one of the best of the new texts in consumption 
economics. It is well written, clearly organized and informative. Some 
teachers may find it over the heads of their students, particularly the theory 
of consumer behavior, but the clarity of presentation may make up for this 
possible difficulty. The authors state in the preface that the book is intended 
for use by students who have completed elementary economics. Probably 
they should add a warning that it is intended to be taught by economists 
rather than by sociologists, political scientists, etc. 

The subtitle, “Economics of Decision Making in the Household,” is more 
explanatory than the title. Consumer choice is the subject of the book and it 
is approached both theoretically and empirically. The theory of consumer 
behavior composes a large section. The empirical part is concerned with 
problems of decision-making by consumers. 

This book offers as a definition of consumption economics: “. . . consump- 
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tion economics is concerned with the problem of choice ... .” and with the 
measurement of satisfaction. A great part of what has often been included 
in consumer economics is either excluded or treated cursorily, although the 
above definition does not necessarily prevent its consideration. Standards of 
living, distribution costs, standards for consumers’ goods, advertising, con- 
sumer credit, Fair Trade Acts, antichain-store legislation, antitrust acts, the 
Food and Drug Act are disposed of in one paragraph to six pages each; for 
instance, cost of distribution is discussed in one paragraph. The economic 
significance of standards for consumers’ goods is by-passed. There are a 
few references to standards of identity under the Food and Drug Act. Stand- 
ards and planes of living are defined. Whether this brief treatment of many 
topics which older texts (Hoyt, Reid, Coles, Waite and Cassidy) emphasized 
is an advantage or a shortcoming depends upon your point of view. To this 
reviewer it takes much of the heart out of the subject. 

The theory of consumer behavor is a distinguishing characteristic of this 
book. The major theories have been summarized ably. Marginal utility, 
indifference analysis and their limitations are presented. Somewhat more 
interesting is a chapter summarizing vector analysis and describing Katona’s 
empirical method of studying consumer behavior. Norris, too, is taken up 
briefly. A chapter on consumption minima closes the section. 

A minor but perhaps interesting point concerns the trend in equality of 
incomes. Cochrane and Bell provide a graph (Fig. 4-1) comparing income 
equality in 1946 and 1953. From it they conclude there was not “. . . any 
significant shift either toward or away from a greater equality of incomes 
for the period involved although if any change is to be observed it is toward 
greater inequality.” What data did they use to get a continuous curve? The 
data presented in Table 4-1 are neither continuous nor comparable by specific 
percentage classes. For instance in 1946 the lowest 17 per cent of consuming 
units (measured by income) got 3 per cent of the total money income but there 
is no information on the lowest 17 per cent in 1953. The lowest 10 per cent 
and the lowest 23 per cent are given but not 17 per cent. Unless Cochrane 
and Bell had access to more information than is given in this table this 
reviewer does not see how they could know what identical percentages 
received in these different years. 

They also conclude that federal income taxes “‘. . . had the effect of making 
consuming-unit incomes more equal in any given year, but over the three- 
year period [1951-53] incomes were becoming increasingly unequal.” They 
prove this by showing that before taxes the bottom four income classes 
received only 55 per cent of the total money income needed to make their 
incomes equal to all others, and after taxes they received 64 per cent of the 
equality ratio in 1951; while in 1953 they received 47 per cent before taxes and 
57 per cent after taxes. But doesn’t one’s conclusion depend upon what is 
compared? If the final totals are compared 64 per cent is better than 57 per 
cent but if the improvement percentage is compared there was no more im- 
provement in 1953 than in 1951. 


Vi0oLA WYCKOFF 
New York University 
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Descriptive notes accompanying some of the following titles have been prepared by 
Professor I. L. Sharfman, of the University of Michigan. 


General Economics; Methodology 


Bacal, R., ed. Studies in economic and social sciences. Scripta Hierosolymitana, vol. III. 
(Jerusalem: Magnes Press, for the Hebrew Univ. 1956. Pp. 396.) 


Among the economics essays included in this volume are: “Population Growth and 
Economic Development in Underdeveloped Countries with Special Reference to . . . the 
Middle East,” by A. Bonne; “Monetary and Price Development in Israel: 1949-53,” by 
D. Patinkin; “The Co-operative Movement in the Holy Land,” by H. Viteles. 
RoBertson, D. H, Economic commentaries. (New York: John de Graff, distributor, Lon- 

don: Staples. 1956. Pp. 174. $3.75.) 


Sutton, F. X., Harris, S. E., Kaysen, C. and Tosin, J. The American business creed. 
(Cambrdige: Harvard Univ. Press. 1956. Pp. xii, 414. $6.75.) 


This interesting volume, the joint product of a sociologist and three economists, deals 
predominantly with the economic ideology which constitutes the American Business Creed, 
but explains the character of this ideology primarily by reference to sociological factors. 
The study consists of an introductory chapter, which examines the nature of ideology in 
particular relationship to the instant inquiry, and of two major sections: Part I expounds 
the content of the business creed; and Part II subjects the creed to analysis—that is, it 
seeks, as “the central purpose of the book,” to provide an explanation of the content of 
the creed. 

Ideology is viewed as “any system of beliefs publicly expressed with the manifest purpose 
of influencing the sentiments and actions of others”; it is sharply differentiated from science, 
including social science, the direct objective of which is to enlarge understanding, rather 
than to influence social action. Ideologies, whatever the spheres to which they are appli- 
cable, are deemed to possess certain common characteristics: they are selective in subject 
matter, supporting evidence, and argumentative approach; they oversimplify issues and 
resort to unduly sweeping generalizations; they tend to use emotion-laden language or 
symbols; they emphasize goals that enjoy general public acceptability. 

The content of the business creed possessing these characteristics is treated not as an 
historical development but in its contemporary aspects (limited to the period since the 
second world war, and based very largely upon material gathered for 1948-49), although 
the volume is concluded with a suggestive chapter dealing in tentative fashion with 
“stability and change in the creed.” The prevailing substance is derived, in adequately repre- 
sentative form, from an extensive group of business sources: pamphlets, leaflets, periodicals, 
and other such materials distributed by business firms and organizations of business firms; 
statements by businessmen and business spokesmen in legislative hearings; advertisements 
by business firms and trade associations; articles and editorial comments in business organs 
and newspapers; books, pamphlets, addresses, and public pronouncements by individual 
businessmen. The creed thus derived places emphasis both upon the fruitful functioning of 
the American economic system as a whole, in the absence for the most part of govern- 
mental interference, and upon the beneficent operation of the individual American business 
enterprise, in relation to owners, executives, employees, and customers; and the individual 
and social values inherent in this business ideology are also explicitly set forth in many 
instances as constituting “the values of a good society.” 

The expressly or systematically analytical portion of the study seeks to determine “why 
the business creed takes the shape it does.” The roots of this ideology are traced briefly to 
the over-all American cultural tradition and to its general institutional framework; but 
the major emphasis, at a “deeper level,” is directed to the motivational mode of analysis 
—to determining why businessmen are motivated to select as they do from the various 
ideologies rooted in our cultural heritage and institutional arrangements. The theory that 
the business creed merely reflects the economic self-interest of those espousing it is rejected. 
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The thesis, set forth unequivocally and maintained vigorously, is briefly this: that “the 
content of the business ideology can best be explained in terms of the strains to which men 
in the business role are almost inevitably subject’; that “businessmen adhere to their 
particular kind of ideology because of the emotional conflicts, the anxieties, and the doubts 
engendered by the actions which their roles as businessmen compel them to take, and by 
the conflicting demands of other social roles which they must play in family and com- 
munity”; that “the content of the ideology is shaped so as to resolve these conflicts, al- 
leviate these anxieties, overcome these doubts”; and that “for the individual businessman, 
the function of the ideology is to help him maintain his psychological ability to meet the 
demands of his occupation.” 

The study not only provides a helpful compilation of business views concerning the 
functioning of the American economic system, but presents as its principal contribution in 


this sphere a challenging theory of social thinking and behavior. 


Ordo. Jahrbuch fiir die Ordnung von Wirtschaft und Gesellschaft. Vol. VIII. (Dusseldorf 

and Munich: Helmut Kiipper Vormals Georg Bondi. 1956. Pp. xx, 412. DM 28,80.) 

The articles included in this volume are: “Die Offentliche Meinung im Lichte der 
Grundsatze des Liberalismus,” by K. R. Popper; “Bemerkungen zum Monopolproblem,” 
by F. A. Lutz; “Aussenhandel im Dienst der Politik,’ by W. Répke; “Eine freiheitliche 
Entwicklungspolitik fiir materiell zuriickgebliebene Lander,” by R. F. Behrendt; “Der 
Familienlastenausgleich im Rahmen der Sozialreform,” by H. Willgerodt; “Wirtschaftsord- 
nung und 6ffentliche Mittelverwendug,” by K. Schmidt; “Verkehrsreform und Tarifreform,” 
by N. Kloten; “Die amerikanische Rezession von 1948/49,” by F. Bosch and R. Veit; “Der 
Bericht der englischen Monopolkommission,” by E. Mestmiacker. 

Trends in economics—papers presented at the Conference of Pennsylvania Economists, 

June 16 and 17, 1955, University Park, Pennsylvania. (University Park: Bur. Bus. Re- 

search, Pennsylvania State Univ. [1956.] Pp. ix, 191.) 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 


ApsraMovitz, M. Resource and output trends in the United States since 1870. Occas. paper 
52. (New York: Nat. Bur. Econ. Research. 1956. Pp. 23. 50¢.) 

Biccs, R. M. National-income analysis and forecasting. (New York: Norton. 1956. Pp. 
xxi, 610. $5.95.) 

BranotT, K., J. H. anp Kreze, W. Beitraége zur Theorie der Produktion und der 
Einkommensverteilung. Bd. 12. N.F. (Berlin: Duncker & Humblot. 1956. Pp. 96. DM 
9,-.) 

Enurvicuer, W. Geldkapitalbildung und Realkapitalbildung. (Tiibingen: Mohr [Siebeck]. 
1956. Pp. viii, 296. DM 27,-.) 

Hicks, J. R. A revision of demand theory. (New York: Oxford Univ. Press. 1956. Pp. 
vii, 196. $3.75.) 

MetMan, S. Dynamic factors in industrial productivity. (New York: John Wiley. 1956. 
Pp. xiii, 238. $4.75.) 

TuLtANvER, B. De ekonomiska idéernas utveckling med sarskild hansyn till vardeteorien. 
(The development of economic ideas with special regard to the theory of values.) 
(Uppsala: Dissertation. 1956.) 


Economic History; Economic Development; National Economies 


Crrotta, C. M. Money, prices, and civilization in the Mediterranean world, fifth to seven- 
teenth century. (Princeton: Princeton Univ. Press. 1956. $2.50.) 

Hacen, E. E. The economic development of Burma. Planning pamph, no. 96. (Washing- 
ton: Nat. Planning Assoc. 1956. Pp. x, 88. $1.25.) 

Herproner, R. L. The quest for wealth—a study of acquisitive man. (New York: Simon 
and Schuster. 1956. Pp. 278. $5.) 
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JEANNENEY, J.-M. Forces et faiblesses de l'économie francaise 1945-1956. (Paris: A. Colin. 
1956. Pp. 339.) 

Kosminsky, E. A. Studies in the agrarian history of England in the thirteenth century. 
Trans. from the Russian by R. Kisch. (New York: Kelley & Millman, 1956. Pp. xxvi, 
370. $7.) 

Lapp, J. C. Economic development in India and China. Staff stud. 6 prepared for the Sub- 
committee on Technical Assistance Programs of the Senate Committee on Foreign Rela- 
tions by the Legislative Reference Service, Library of Congress. (Washington: Supt. 
Docs. 1956. Pp. 51.) 

LaucHarne, G. Canada looks ahead. (New York and London: Royal Inst. Internat. 
Affairs. 1956. Pp. ix, 158. $2.25.) 

An examination of the principal features of the Canadian economy—population, natural 
resources and current aspects of their exploitation, hydro-electric power, major industries, 
trade and transportation. 

LEHRMAN, H. Portrait of Israel—myth and reality. Pamph. no. 240. (New York: Pub. 
Affairs Comm. 1956. Pp. 28. 25¢.) 

Reck, D., ed. National standards in a modern economy. (New York: Harper. 1956. Pp. 
xii, 372. $5.) 

La cassa per il mezzogiorno—primo quinquennio, 1950-1955. (Rome: Com. dei Ministri 
per il Mezzogiorno. 1955. Pp. xxviii, 582.) 

This is a report on the first five years of operations of the Cassa—a public corporation 
established by a law of August 1950 to assume primary responsibility for the rehabilitation 
and economic development of the southern provinces of Italy. It operates independently 
of government departments, but its action is coordinated with theirs by a committee of 
ministers for the Mezzogiorno, which is responsible for drawing up the Cassa’s general 
investment plan. (The chapters are followed by English summaries.) 

The economic development of Malaya. Report of a mission organized by the Bank at the 
request of the governments of the Federation of Malaya, the Crown Colony of Singa- 
pore and the United Kingdom. (Baltimore: Johns Hopkins Press. London: Cumberlege, 
for Internat. Bank for Reconstruction and Develop. 1956. Pp. 707. 60s.) 

Economic developments in the Middle East 1954-1955 and Economic developments in 
Africa 1954-1955. Suppl. to World Econ. Survey 1955. UN pub. no. 1956.I1.C.2 and C.3. 
(New York: Columbia Univ. Press. 1956. Pp. viii, 151; vii, 100. $1.50; $1.) 

Economic problems in Asia. Dept. State pub. 6315, Far east. ser., 73. (Washington: Supt. 
Docs. 1956. Pp. 24.) 

Economic problems of underdeveloped areas. A listing of recent studies. (Washington: Off. 
Intelligence Research, Dept. State. 1956. Pp. 59.) 

Niveaux de développement ct politiques de croissance. Introduction a leur étude, III. 
(Paris: Inst. Sci. Econ. Appliquée. 1956. Pp. 72, mimeo.) 

Proceedings of statewide industrial development workshop, 1955. (Tucson: Univ. Arizona. 
[1955.] Pp. 89.) 

Redevelopment of depressed industrial and rural areas. Report by the House Committee on 
Banking and Currency, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 39.) 


Statistical Methods; Econometrics; Social Accounting 


Auxrust, O. Nasjonalregnskap—teoretiske prinsipper. (National accounts—theoretical prin- 
ciples.) Econ. stud. no. 4. With English summary. (Oslo: Statistisk Sentralbyra. 1955. 
Pp. 123. NKr. 3.) 

Buttitn, N. G. Private capital formation in Australia, estimates 1861-1900. Soc. sci. monogr. 
no. 5. (Canberra: Pub. Com., Australian Nat. Univ, 1956. Pp. 166. 25s.) 

Conxkuin, M. R. The role of the 1954 census of manufactures in overcoming problems of 
industry data. Bur. Census working paper no. 2. (Washington: Supt. Docs. 1956. Pp. 
25.) 
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Devons, E. An introduction to British economic statistics. (New York and Cambridge: 
Cambridge Univ. Press. 1956. Pp. vii, 255. $4.) 

Designed mainly for the use of students in economics, with a view to providing informa- 
tion about the available British statistics in the major areas of general economic interest: 
population; manpower; industrial production; agriculture, distribution and transport; 
foreign trade; prices; incomes; national income and expenditure. 

Papen, D. W. and Linpguist, E. F. Statistics for economics and business. 2nd ed. (New 
York: McGraw-Hill. 1956. Pp. vii, 305. $4.75.) 

Stotni1z, G. J. Life tables from limited data—a demographic approach. (Princeton: Off. 
Population Research, Princeton Univ. 1956. Pp. xii, 164. $4.) 

Tuorneg, A. P. Size, structure and growth of the economy of Jamaica. Suppl. to Soc. and 
Econ. Stud. iv (4). (Mona, Jamaica: Inst. Soc. and Econ. Research, Univ. College of 
the West Indies. 1955. Pp. iv, 112.) 

A study of the national economic accounts of Jamaica, concentrated on the transactions 
of 1952. 

Vance, L. L. and NetTER, J. Statistical sampling for auditors and accountants. (New York: 
John Wiley. London: Chapman & Hall. 1956. Pp. x, 310. $9.) 

Wau.seck, L. Om inkomstnivdans geografi i Finland dr 1950. (Regional variations of in- 
come in Finland 1950.) (Helsinki: Sdderstrém. 1955. Pp. 620.) 

Britain—an official handbook. (London: H.M. Stat. Off. New York: British Inform. Serv., 
distributor. 1956. Pp. ix, 477. $2.81.) 

National income statistics—sources and methods. (London: H.M. Stat. Off. New York: 
British Inform. Serv., distributor. 1956. Pp. 387. 25s; $4.50.) 

Social statistics of Madhya Pradesh 1954-55. Issued by Directorate of Econ. and Statistics, 
Madhya Pradesh. (Nagpur: Govt. Printing, Madhya Pradesh. 1956, Pp. iv, 331. Rs 
8.-.) 

Trends in output per man-hour, 1935-55—selected nonmanufacturing industries. BLS rept. 
no. 105. (Washington: Supt. Docs. 1956. Pp. 21.) 

Der Verbrauch der Stédtischen Bevilkerung Osterrcichs—Ergebnisse der Konsumerhebung 
1954/55. (Vienna: Osterreichischen Stat. Zentralamt and Osterreichischen Inst. f. 
Wirtschaftsforschung. 1956. Pp. vii, 128.) 


Economic Systems; Planning and Reform; Cooperation 


Rocow, A. A. The Labour government and British industry, 1945-1951. (Ithaca: Cornell 
Univ. Press. 1956. Pp. viii, 196. $3.) 

TroTTMaNN, M. Zur Interpretation und Kritik der Zusammenbruchstheorie von Henryk 
Grossmann, Staatswissenschaftliche stud., n.s. 14. (Zurich: Polygraph. 1956. Pp. viii, 92. 
Sw.fr. 12.50.) 

WENvzEL, J. T. The dynamics of capitalism—correctives toward continuous growth. (New 
York : Harper. 1956. Pp. xii, 175. $3.50.) 


Business Fluctuations 


Battey, J. D. Growth and depression—contrasts in the Australian and British economies, 
1870-80. Soc. sci. mono. no. 6. (Canberra: Pub. Com., Australian Nat. Univ. 1956. Pp. 
iv, 136. 25s.) 

Katona, G. AND MuELLER, E. Consumer expectations 1953-1956. Survey Research ser. pub. 
no. 16. (Ann Arbor: Inst. Soc. Research, Univ. Michigan. 1956. Pp. 143.) 

Area Assistance Act of 1956. Hearings before the House Committee on Banking and Cur- 
rency, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 392.) 

Area development. Hearings before the Subcommittee on Labor of the Senate Committee 
on Labor and Public Welfare, 84th Cong., 2nd sess., Pt. I, Jan. 4-Feb. 24, 1956; Pt. II, 
Feb. 24-Apr. 26, 1956. (Washington: Supt. Docs. 1956. Pp. 1170.) 
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Area Development Act. Report of the Senate Committee on Labor and Fublic Welfare, 84th 
Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 55.) 

Basic research and the analysis of current business conditions. 36th annual report—a record 
of 1955 and plans for 1956. (New York: Nat. Bur. Econ. Research. 1956. Pp. 88.) 

Business’ plans 1956-1959—new plants and equipment—sales and new products—research 
and development. (New York: McGraw-Hill. [1956.] Pp. 16.) 

Redevelopment of depressed industrial and rural areas. Report of the House Committee on 
Banking and Currency, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 39.) 


Money, Credit and Banking; Monetary Policy; Consumer Financing; 
Mortgage Credit 


BreuMe_r, E. Struktur und Funktionsweise des Geldmarktes der Deutschen Bundesrepublik 
seit 1948. Beitrage zur reinen und angewandten Wirtschaftstheorie, Seminar d. Univ. Kiel, 
no. 1. (Tiibingen: J. C. B. Mohr (Paul Siebeck). 1956. Pp. 124. DM 6,25.) 

CroTeau, J. T. The federal credit union—policy and practice. (New York: Harper. 1956. 
Pp. viii, 210. $4.) 

Moreau, E. Souvenirs d’un gouverneur de la Banque de France—histoire de la stabilization 
du franc (1926-1928). (Paris: Lib. de Médicis. 1954. Pp. xv, 624.) 

Payne, P. L. anp Davis, L. E. The Savings Bank of Baltimore, 1818-1866—a historical 
and analytical study. Stud. in hist. and pol. sci. LX XII (2). (Baltimore: Johns Hopkins 
Press. 1956. Pp. 188. $3.) 

RITTERSHAUSEN, H. Bankpolitik. Veréffentlich. des Bank- und Borsenseiminars an Univ. 
Koln. (Frankfurt/Main: Fritz Knapp. 1956. Pp. 230. DM 76,80.) 

Annual report of the Federal Deposit Insurance Corporation for the year ended December 
31, 1955. (Washington: Fed. Dep. Ins. Corp. 1955. Pp. xix, 178.) 

Bank of Greece—report for the year 1955. Address made by the Governor, Mr. Zenophon 
Zolotas, April 20, 1956. (Athens: Bank of Greece. 1956. Pp. 57.) 

Conflicting official views on monetary policy—April 1956. Hearing before the Subcommittee 
on Economic Stabilization of the Joint Committee on the Economic Report, 84th Cong., 
2nd sess., June 12, 1956. (Washington: Supt. Docs. 1956. Pp. 62.) 

Creation of a separate Federal Savings and Loan Insurance Corporation (Reorganization 
plan no. 2 of 1956). Report of the House Committee on Government Operations, 84th 
Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 35.) 

Monetary studies—Nos. 1-6. (New York: Econ. Policy Comm., American Bankers Assoc. 
1956. Pp. var.) 

These six studies were first published in brochure form in 1954-55, and are now made 
available in a single bound volume. The titles are: 1. Our Financial System at Work; 2. 
How Our Reserve Banking System Operates; 3. Loans, Investments, and Interest Rates; 
4. The Effects of Federal Reserve Policies; 5. The Effects of Treasury Operations; 6. 
Basic Issues of Monetary Policy. 


Public Finance; Fiscal Policy 


Beer, S. H. Treasury control—the co-ordination of financial and economic policy in Great 
Britain. (New York: Oxford Univ. Press. 1956. Pp. viii, 138. $2.40.) 

Day, J. Anp Keyes, C. W., ed. Tax documents from Theadelphia—papyri of the second 
century A.D. Columbia Papyri Greek ser. V. (New York: Columbia Univ. Press. 1956. 
Pp. xviii, 342. $10.) 

DePopwin, H. J. Discharging business tax liabilities. (New Brunswick: Rutgers Univ. 
Press. 1956. Pp. xii, 167. $4.) 

This is a study of the payment aspects of business taxes—an investigation of what is 
deemed by the author to constitute “a neglected phase of the theoretical and applied litera- 
ture of taxation.” The thesis of the inquiry is “that tax payment provisions are often 
important elements in increasing or decreasing the burden of taxation borne by business 
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enterprises, and that they are instrumental in shaping the economic characteristics of taxed 
industries.” Primary emphasis is placed upon the impact of the working capital requirements 
imposed by the particular methods of payment prescribed by law, in both their financial 
and more broadly economic effects. Detailed analysis is applied to the prepayment excise 
taxes, especially in the liquor industry, and to the financing of corporate income tax 
liabilities, including the acceleration of these income tax payments by the Revenue Act of 

1954. As stated by Carl S. Shoup in concluding his brief Foreword to the study: “It is not 

too much to hope that Dr. DePodwin’s pioneering effort may prove to have opened up a 

significant new field of empirical and theoretical research in public finance.” 

MixesELt, R. F. Foreign investments in Latin America. (Washington: Dept. Econ. and 
Soc. Affairs, Pan-Am. Union. 1955. Pp. 141.) 

Pup, K. Intergovernmental fiscal relations. (Copenhagen: Inst. Econ. and Hist. 1954. 

Pp. 171.) 

Riverro, D. J. de A. Financiamento de obras piblicas. (Rio de Janeiro: Edigées Finan- 
ceiras, 1956. Cr$ 200.) 

TersorcH, G. Effect of the new. tax depreciation methods on the earnings of depreciable 
assets. (Washington: Machinery and Allied Products Inst. 1956. Pp. 23. $1.) 

Balancing of the budget. Hearing before a subcommittee of the Senate Committee on the 
Judiciary, 84th Cong., 2nd sess., June 14, 1956. (Washington: Supt. Docs. 1956. Pp. 58.) 

The burden of taxes. (New York: Internat. Pub., for Labor Research Assoc. 1956. Pp. 47. 
35¢.) 

Implications of recent expansion of special amortization program. Staff memorandum to 
Joint Committee on the Economic Report. (Washington: Supt. Docs. 1956. Pp. 22.) 

Payments of taxes, or in lieu of taxes, to state or local taxing units. Hearings before the 
Senate Committee on Government Operations, 84th Cong., 2nd sess., Pt. 11. (Washing- 
ton: Supt. Docs, 1956. Pp. 477.) 

A resume of California’s tax structure, 1850-1955. Report to the California Legislature. 
(Sacramento: Assembly of the State of California. 1956. Pp. 63.) 

Should federal tax policy encourage development of small business? Forum pamph. no. 8. 
(Princeton: Tax Inst. 1956. Pp. 32. 50¢.) 

State taxation of interstate trucking and the reciprocity problem. Staff report to the House 
Committee on Interstate and Foreign Commerce, 84th Cong., 2nd sess. (Washington: 
Supt. Docs. 1956. Pp. 63.) 

Taxes on incomes, inheritances, and gifts. Hearing before a subcommittee of the Senate 
Committee on the Judiciary, 84th Cong., 2nd sess., Apr. 24, 1956. (Washington: Supt. 
Docs. 1956. Pp. 127.) 


International Economics 

ANvERSEN, P. N. Udenrigsékonomi. (Economics of foreign trade.) (Copenhagen: Einar 
Harck. 1955. Pp. 292.) 

Baapeg, F., ed. Die Weltwirtschaft, 1956. Vol. 1. (Kiel: Inst. Weltwirtschaft, Univ. Kiel. 
1956. Pp. 61. DM 18,-.) 

Bett, P. W. The sterling area in the postwar world—internal mechanism and cohesion 
1846-1952. (New York: Oxford Univ. Press. 1956. Pp. xxvi, 478. $10.10.) 

Erter, G. Grundprobleme des internationalen Wirtschaftsrechts. Gottinger Rechtswissen- 
schaft. stud. no. 15. (Géttingen: Otto Schwartz. 1956. Pp. ix, 215. DM 19,80.) 

Garpner, R. N. Sterling-dollar diplomacy—Anglo-American collaboration in the recon- 
struction of multilateral trade. (New York: Oxford Univ. Press. 1956. Pp. xiv, 423.) 

Heecxt, H. Der Verkehr als Integrationsfaktor der Europawirtschaft. Kieler stud. no. 39. 
(Kiel: Inst. Weltwirtschaft, Univ. Kiel. 1956. Pp. viii, 106. DM 10,-.) 

Kworr, K. E. EURATOM and American policy—a conference report. (Princeton: Center 
Internat. Stud., Princeton Univ. 1956. Pp. 22.) 
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Pick, F., comp. and ed. Pick’s currency year book 1956. Rev. ed. (New York: Pick’s World 
Currency Report. 1956. $35.) 

Wasnitz, W. Der Zwischenstaatliche Zahlungsverkehr auf der Grundlage internationaler 
Zahlungsabkommen, Géittinger Rechtswissenschaft. stud. no. 18. (Géttingen: Otto 
Schwartz. 1956. Pp. viii, 160. DM 16,80.) 

Canada’s international investment position, 1926-1954. Prepared by Balance of Payments 
Section, Bureau of Statistics. (Ottawa: E. Cloutier. 1956. Pp. 93.) 

Commercial treaties with Iran, Nicaragua, and the Netherlands. Hearing before the Senate 
Committee on Foreign Relations, 84th Cong., 2nd sess., July 3, 1956. (Washington: 
Supt. Docs. 1956. Pp. 24.) 

The common market to promote social prosperity—introductory report for the IllIrd 
International Conference of E.L.E.C. (Brussels, June 20th, 21st and 22nd, 1956). Pub. 
no. 20. (Brussels: European League for Econ. Co-op. 1956. Pp. 93.) 

Customs Simplification Act of 1956. Report of the Senate Committee on Finance, 84th 
Cong., 2nd sess., with minority views, July 13, 1956. (Washington: Supt. Docs. 1956. 
Pp. 28.) 

Defense essentiality and foreign economic policy (case study—the watch industry and 
precision skills). Hearings before the Subcommittee on Foreign Economic Policy of the 
Joint Economic Committee, 84th Cong., 2nd sess., June 4-7, 1956. (Washington: Supt. 
Docs. 1956. Pp. vi, 476.) 

Dejense essentiality and foreign economic policy. Case study—watch industry and pre- 
cision skills, Report of the Joint Economic Committee, 84th Cong., 2nd sess., with 
suppl., Additional views of Senator Goldwater and Representatives Wolcott and Curtis. 
(Washington: Supt. Docs. 1956. Pp. 35; 4.) 

East-West trade. Report made by the Permanent Subcommittee on Investigations of the 
Senate Committee on Government Operations, 84th Cong., 2nd sess. (Washington: Supt. 
Docs. 1956. Pp. 54.) 

Extension of Export-Import Bank Act. Hearing before a subcommittee of the Senate Com- 
mittee on Banking and Currency, 84th Cong., 2nd sess., June 8, 1956. (Washington: 
Supt. Docs. 1956. Pp. 45.) 

First supplement to publication no. 18 published under the title “Declaration of E.L.E.C. 
on the creation of a common market.” Pub. no. 19. (Brussels: European League for 
Econ. Co-op. 1956. Pp. 19.) 

Foreign exchange regulations in Great Britain. 12th suppl. (Basle: Bank Internat. Settle- 
ments. 1956. Sw.fr. 2.50.) 

Foreign grants and credits by the United States government—March 1956 quarter. (Wash- 
ington: Dept. Commerce. 1956. Pp. iii, 16.) 

Functions of a world food reserve—scope and limitations. FAO commodity pol. stud. no. 
10. (Rome: Food and Agric. Org., UN. 1956. Pp. vi, 77. $1.) 


General Agreement on Tariffs and Trade. Message of the President transmitting the sixth 
protocol of supplementary concessions. (Washington: Supt. Docs. 1956. Pp. 541.) 


General Agreement on Tariffs and Trade. Preliminary general agreement on tariffs and 
trade. Analysis of U.S. negotiations, sixth protocol of supplementary concessions, negoti- 
ated at Geneva, Switzerland, Jan.-May 1956. Dept. State pub. 6348, commercial pol. 
ser. 158. (Washington: Supt. Docs. 1956. Pp. 307.) 

General Agreement on Tariffs and Trade. Tariff concessions on agricultural products negoti- 
ated at fourth round of tariff negotiations in Geneva, June 1956. (Washington: For. 
Agric. Serv., Dept. Agric. 1956. Pp. 41.) 

General Agreement on Tariffs and Trade, Schedule XX, United States. Annotated to show 
countries with which concessions were initially negotiated at Geneva in 1956. Dept. 
State pub. 6362, commercial pol. ser. 159. (Washington: Supt. Docs. 1956. Pp. 126.) 

International trade 1955. GATT/1956-2. (New York: Columbia Univ. Press. Geneva: Gen. 
Agreement on Tariffs and Trade. 1956. Pp. 229. $1.50.) 
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Mutual Security appropriations for 1957. Hearings before the Senate Committee on Appro- 
priations, 84th Cong., 2nd sess., June 19, 1956. (Washington: Supt. Docs. 1956. Pp. 439.) 

Mutual security legislation and related documents. (Washington: Internat. Coop. Admin. 
1955. Pp. 175.) 

OEEC bibliographies. No. 2, International trade—theory of international trade, interna- 
tional trade policy, trade liberalisation, 1950-1955. (Washington: OEEC Pub, Off. 1956. 
Pp. 85. 75¢.) 

Operations report—data as of December 31, 1955. (Washington: Internat. Coop. Admin. 
1956. Pp. 62.) 

Regulations relating to foreign funds control in the United States. 13th suppl. (Basle: 
Bank Internat. Settlements. 1956. Sw.fr. 2.-.) 

Report of the National Advisory Council on International Monetary and Financial Prob- 
lems, message of the President transmitting a report covering its operations from July 
1, 1955 to Dec. 31, 1955. (Washington: Supt. Docs. Pp. 70.) 

Social aspects of European economic co-operation—report by a group of experts. Stud. 
and repts., n.s. no. 46. (Geneva: Internat. Lab. Off. 1956. Pp. vii, 170. $1.50.) 

Soviet technical assistance. Staff study no. 7 for the Subcommittee on Disarmament of the 
Senate Committee on Foreign Relations, July 12, 1956. (Washington: Supt. Docs. 1950. 
Pp. 62.) 

wiss watches—adjustments. Hearings before the Permanent Subcommittee on Investiga- 
tions of the Senate Committee on Government Operations, 84th Cong., 1st and 2nd 
sess., June 1955 and Jan. 1956. (Washington: Supt. Docs. 1956. Pp. 239.) 

World economic survey—1955. UN pub. no. 1956.11.C.1. (New York: Columbia Univ. 

Press. 1956, Pp. xi, 201. $2.) 


Business Finance; Investment and Security Markets; Insurance 


Atkinson, T. R. The pattern of financial asset owncership—Wisconsin individuals, 1949. 
(Princeton: Princeton Univ. Press, for Nat. Bur. Econ. Research. 1956, Pp. xviii, 176. 
$3.75.) 

Dover, V. Analysis of marine insurance clauses. (Fair Lawn, N. J.: Essential Books. 
London: Witherby. 1956. Pp. vii, 527. $6.75; 42s.) 

Hayes, D. A. Appraisal and management of securities. (New York: Macmillan. 1956. Pp. 
viii, 383. $4.50.) 

O'Nen, J. T. Policy formation in railroad finance—tefinancing the Burlington 1936-1945. 
(Cambridge: Harvard Univ. Press. 1956. Pp. xiv, 234. $4.50.) 

PorTERFIELD, J. T. S. Life insurance stocks as investments. Bus. research ser. no. 9. (Stan- 
ford: Grad. School Bus., Stanford Univ. 1956. Pp. v, 106. $1.50.) 

Taytor, W. B., with Graner, F. M. Financial policies of business enterprise. 2nd ed. 
(New York: Appleton-Century-Crofts. 1956. Pp. xix, 684. $6.) 

Weser, K. Dividendenpolitik. (Zurich: Schulthess. 1955. Pp. 197. Sw.fr. 16.-.) 

Amendments to Securities Act of 1933 (exemptions). Hearings before the Subcommittee 
on Commerce and Finance of the House Committee on Interstate and Foreign Commerce, 
84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 786.) 


Business Organization; Managerial Economics; Marketing; Accounting 


Betnet, L. L., Atwater, F. S., SmitH, G. H. E. Stackman, H. A., Jr. Industrial 
organization and management. 3rd ed. (New York: McGraw-Hill. 1956. Pp. viii, 719. 
$6.75.) 

Bursk, E. C., ed. Human relations for management—the newer perspective. (New York: 
Harper. 1956. Pp. ix, 372. $5.) 

Ciewett, R. L., ed. Conference on sales management—contributed papers, 1956. Michigan 
bus. papers no. 33. (Ann Arbor: Bur. Bus. Research, Univ. of Michigan. 1956, Pp. ix, 
104.) 
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Corry, E. R. The development of markets for new materials—a study of building new 
end-product markets for aluminum, fibrous glass, and the plastics. (Boston: Grad. School 
Bus. Admin., Harvard Univ. 1956. Pp. xii, 265. $4.) 

Enrick, N. L. Modern mill controls in the management of production, quality, waste and 
maintenance. (New York: Rayon Pub. Co. 1956. Pp. 28. $2.) 

Grant, E. L. Basic accounting and cost accounting. (New York: McGraw-Hill. 1956. 
Pp. v, 377. $6.) 

Hetter, F. A., ed. New developments in industrial leadership in Great Britain, the United 
States, Germany, and France. Polytech. Management Assoc., new develop. ser. no. 1. 
(London: Dept. Management Stud., The Polytechnic. 1955. Pp. 75. 5s.) 

MacMitian, R. H. Automation—friend or foe? (New York: Cambridge Univ. Press. 1956. 
Pp. viii, 108. $1.95.) 

McNarr, M. P. ano Hansen, H. L. Readings in marketing. 2nd ed. (New York: McGraw- 
Hill. 1956. Pp. xi, 559. Cloth $6.50; paper $4.75.) 

Patiies, C. F. anp Duncan, D. J. Marketing—principles and methods. 3rd ed. (Home- 
wood, IIl.: Irwin. 1956. Pp. xviii, 789. $6.50.) 

Picors, P. anp Myers, C. A. Personnel administration—a point of view and a method. 
3rd ed. (New York: McGraw-Hill. 1956. Pp. xi, 711. $6.) 

Spurr, W. A. Workbook in business and economic statistics. To accompany Business and 
economic statistics by Spurr, Kellogg, and Smith. (Homewood, IIl.: Irwin. 1956. Pp. 
viii, 272. $3.50.) 

The challenge of a new environment—marketing and personnel problems abroad. Internat. 
manag. ser. no. 2. (New York: Internat. Manag. Assoc. 1956. Pp. 47.) 

Planning overseas operations—the basic decisions. Internat. manag. ser. no. 1. (New York: 
Internat. Manag. Assoc. 1956. Pp. 68.) 

Procurement policies and practices of a selected group of dairy processing firms. Pt. I, 
Some aspects of market structure, competitive behavior, and market results. Research 
bull. no. 193. (Madison: Univ. of Wisconsin. 1956. Pp. 48.) 

Production and employment in the metal trades—the problem of regularisation. (Geneva: 
Internat. Lab. Off. 1956. Pp. vi, 121. $1.25.) 

Readings in market research—a selection of papers by British authors. (London: British 
Market Research Bur. 1956. Pp. xxxvi, 235. 35s.) 


Industrial Organization; Government and Business; Industry Studies 


BecKMANN, M., AND OTHERS. Studies in the economics of transportation. (New Haven: 
Yale Univ. Press, for Cowles Comm. for Research in Econ. 1956. Pp. 232.) 

Brunet, A., comp. The problem of cost in the inland transport industry. Vol. I, A con- 
spectus of the work of the costing experts. Vol. Il (Annexes). ME/533/55. (Geneva: 
Econ. Comm. for Europe Inland Transport Com., UN. 1956. Pp. ii, 270; var.) 

Epwarps, C. D. Big business and the policy of competition. Based on lectures delivered 
in April 1955 under the sponsorship of Western Reserve Univ. and Case Inst. of Tech- 
nology. (Cleveland: Western Reserve Univ. Press. 1956. Pp. x, 180. $3.50.) 

Leg, B. S., ed., Moptey, R. ano Hincks, E. B. comp. Aviation facts and figures 1956. 
(Washington: Lincoln Press, for Aircraft Indus. Assoc. of Am. 1956. Pp. 103. $1.) 

Newman, P. C. Public control of business—an international approach. (New York: 
Praeger. 1956. Pp. vi, 500. $14.) 

Owen, W. The metropolitan transportation problem. (Washington: Brookings. 1956. Pp. 
x, 301. $4.50.) 

Patit, R. K. Gold and silver thread industry of Surat—a socio-economic study. Stud. no. 6. 
(Surat: Inst. of Learning and Research, Sarvajanik Educ. Soc. 1956. Pp. x, 158. Rs 3.-.) 

SCHENKMAN, J. International civil aviation organizution. Etud. d’hist. econ., pol. et soc. 
XIV. (Geneva: E. Droz. 1955. Pp. viii, 410. Sw.fr. 40.-.) 
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Taytor, G. R. Ano Nev, I. D. The American railroad network 1861-1890. (Cambridge: 
Harvard Univ. Press. 1956. Pp. viii, 113. $3.75.) 

Wueatcrort, S. The economics of European air transport. (Cambridge: Harvard Univ. 
Press. 1956. Pp. xxii, 358. $6.) 

Amending the Interstate Commerce Act. Report of the House Committee on Interstate and 
Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 29.) 

Amendment to Public Utility Holding Company Act. Report of the Joint Committee on 
Atomic Energy, 84th Cong., 2nd sess. (Washingtow: Supt. Docs, 1956. Pp: 16.) 

Amendments to Public Utility Holding Company Att of 1935. Hearings before a subcom- 
mittee of the Senate Committee on Interstate and Foreign Commerce, 84th Cong., 2nd 
sess. (Washington: Supt. Docs. 1956. Pp. 498.) 

Authorizing the construction, operation, and maintenance of the Hells Canyon Dam on the 
Snake River between Idaho and Oregon, and for related purposes. Report of the House 
Committee on Interior and Insular Affairs, 84th Cong., 2nd sess., together with minority 
views. (Washington: Supt. Docs. 1956. Pp. 14.) 

Authorizing the construction, operation, and maintenance of the Hells Canyon Dam on the 
Snake River between Idaho and Oregon. Report of the Senate Committee on Interior 
and Insular Affairs, 84th Cong., 2nd sess., together with minority views. (Washington: 
Supt. Docs, 1956. Pp. 57.) 

Automobile dealer franchises. Hearings before the Antitrust Subcommittee of the House 
Committee on the Judiciary, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 
603.) 

Automobile marketing legislation. Hearings before a subcommittee of the House Commit- 
tee on Interstate and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 
1956. Pp. 410.) 

Civil air policy. Hearings before a subcommittee of the House Committee on Interstate 
and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 628.) 

Civilian atomic power acceleration program. Hearing before the Joint Committee on 
Atomic Energy, 84th Cong., 2nd sess., June 28, 1956. (Washington: Supt. Docs. 1956. 
Pp. 46.) 

Commission on Organization of the Executive Branch of the Government (water resources 
and power report); Pt. 4, Nashville, Tenn.; Pt. 5, Muscle Shoals, Ala.; Pt. 6, Memphis, 
Tenn.; Pt. 7, Milwaukee, Wis.; Pt. 8, Cincinnati, Ohio; Pt. 9, Chicago, Ill. Hearings 
before a special subcommittee of the House Committee on Government Operations, 84th 
Cong., Ist sess., Oct.-Nov. 1955. (Washington: Supt. Docs. 1956. Pp. 1165.) 

Communications Act amendments. Hearings before a subcommittee of the House Com- 
mittee on Interstate and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. 
Docs. 1956. Pp. 360.) 

Development, growth, and state of the atomic energy industry. Hearings before the Joint 
Committce on Atomic Energy, 84th Cong., 2nd sess., Feb. 7-23, 1956. (Washington: 
Supt. Docs. 1956, Pp. 320.) 

Distribution problems. Hearings before Subcommittee No. 5 of the House Select Commit- 
tee on Small Business, 84th Cong., 2nd sess. Pt. 4, Banana industry, inquiry into pro- 
posals for a consent decree disposition of the United Fruit Company case, March 28, 
1956. Pt. 5, Antitrust consent decrees, a case study—the A.T.&T. consent decree, March 
29, 1956. Pt. 6, Complaints of independent bakeries concerning alleged price discrimina- 
tions and other unfair practices, April 17, 1956. (Washington: Supt. Docs, 1956. Pp. 
191; 38; 103.) 

Energy sources in Canada commodity accounts for 1948 and 1952. Ref. paper no. 69. 
(Ottawa: E. Cloutier, for Dominion Bur. of Stat. 1956. Pp. 59. $1.) 

Interim report of the Antitrust Subcommittee of ‘the House Committee on the Judiciary, 
84th Cong., 2nd sess., April 24, 1956. (Washington: Supt. Docs. 1956. Pp. 166.) 

Legislation affecting corporate mergers. Hearings before the Subcommittee on Antitrust 
and Monopoly of the Senate Committee on the Judiciary, 84th Cong., 2nd sess., May 
23, 24, 25, 28, 31, June 2, 1956. (Washington: Supt. Docs. 1956. Pp. 527.) 
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Network practices. (1) Statement of Frank Stanton, President, Columbia Broadcasting 
System, Inc., before the Senate Committee on Interstate and Foreign Commerce, June 
12, 1956; (2) Memorandum supplementing statement of Frank Stanton; (3) An analysis 
of Senator John W. Bricker’s report entitled “The Network Monopoly.” (2) and (3) 
prepared for the Senate Committee on Interstate and Foreign Commerce. (New York: 
Columbia Broadcasting System. 1956. Pp. 37; 190; 74.) 

Non-ferrous metals in under-developed countries. (New York: Dept. Econ. and Soc. 
Affairs, UN. 1956. Pp. 129. 10s 6d.) 

The organization and procedures of the federal regulatory commissions and agencies and 
their effect on small business. Hearings before Subcommittee No. 1 of the House Select 
Committee on Small Business, 84th Cong., 1st sess. (Washington: Supt. Docs. 1956. 
2 pts.) 

Power rates, Southwestern Power Administration. Hearings before a subcommittee of the 
Senate Committee on Public Lands, 84th Cong., 2nd sess., Feb.-Mar. 1956. (Washington: 
Supt. Docs. 1956. Pp. 765.) 

Preliminary inventory of the records of the Price Department of the Office of Price 
Administration. (Record group 188.) Nat. Archives pub. no, 57-3. (Washington: Nat. 
Archives. 1956. Pp. xi, 272.) 

Regulation of bank mergers. Hearings before a subcommittee of the Senate Committee 
on Banking and Currency, 84th Cong., 2nd sess., June 12 and 18, 1956. (Washington: 
Supt. Docs. 1956. Pp. 111.) 

Regulation of bank mergers. Report of the Senate Committee on Banking and Currency, 
84th Cong., 2nd sess., together with individual views, July 16, 1956. (Washington: Supt. 
Docs. 1956. Pp. 12.) 

Small Business Administration—progress report. Hearings before the Senate Select Com- 
mittee on Small Business, 84th Cong., 2nd sess., April 18, 19, 1956. (Washington: Supt. 
Docs. 1956. Pp. 121.) 

Television inquiry. Hearings before the Senate Committee on Interstate and Foreign Com- 
merce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956.) 

To amend Section 2 of the Clayton Act. Hearings before the Subcommittee on Antitrust 
and Monopoly of the Senate Committee on the Judiciary, 84th Cong., 2nd sess., June 
21, 26, 27, 29, 30, July 3, 5, 1956. (Washington: Supt. Docs. 1956. Pp. 716.) 


Land Economics; Agricultural Economics; Economic Geography; Housing 


ALEXANDERSSON, G. The industrial structure of American cities—a geographic study of 
urban economy in the United States. (Lincoln: Univ. of Nebraska Press. Stockholm: 
Almquist & Wiksell. 1956. Pp. 134. $6.50.) 

BELLERBY, J. R., AND assoc. Agriculture and industry relative income. (New York: St. 
Martin’s Press. London: Macmillan. 1956. Pp. xii, 369. $6.75.) 

BerKMan, H. G. The delineation and structure of rental housing areas—a Milwaukee case 
study. Commerce rept. IV (5). (Madison: Bur. Bus. Research and Service, Univ. of 
Wisconsin. 1956. Pp. 144. $1.15.) 

Cautty, T. J. Agriculture in an industrial economy—the agrarian crisis. (New York: 
Bookman Assoc, 1956, Pp. 191. $4.) 

GatteTTI, R., Batpwin, K. D. S., anp Dina, I. O. Nigerian cocoa farmers—an economic 
survey of Yoruba cocoa farming families. (New York: Oxford Univ. Press, for Nigeria 
Cocoa Marketing Board. 1956. Pp. xxxix, 744. $16.80.) 

Lioyp, E. M. H. Food and inflation in the Middle East 1940-45. (Stanford: Stanford 
Univ. Press, for Food Research Inst. 1956. Pp. xiv, 375. $6.) 

Netson, L. Land reform in Italy. Planning pamph. no. 97. (Washington: Nat. Planning 
Assoc. 1956. Pp. vii, 48. 75¢.) 

Nuttonson, M. Y. Wheat-climate relationships and the use of phenology in ascertaining 
the thermal and photo-thermal requirements of wheat—based on data of North America 
and of some thermally analogous areas of North America in the Soviet Union and in 
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Finland. A study sponsored by U.S. Weather Bur. (Washington: Am. Inst. Crop Ecology. 
1955. Pp. vii, 388.) 

RANNELLS, J. The core of the city—a pilot study of changing land uses in central business 
districts. (New York: Columbia Univ. Press, 1956. Pp. xxix, 237. $5.50.) 

Tuomas, W. L., Jr., ed., with collaboration of C. O. Saver, M. Bates anp L. Mumrorp. 
Man’s role in changing the face of the earth. (Chicago: Univ. of Chicago Press, for 
Wenner-Gren Found. for Anthropol. Research and Nat. Sci. Found. 1956, Pp. xxxviii, 
1193. $12.50.) 

Zrerer, C. M., ed. California and the Southwest. (New York: Wiley. London: Chapman 
& Hall. 1956. Pp. x, 376. $11.25.) 

A regional geography. 

Department of Agriculture appropriations for 1957—Commodity Credit Corporation sales 
program. Hearings before the Subcommittee of the House Committee on Appropriations, 
84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 68.) 

Establishment of a national policy for commercial fisheries. Hearings before the Subcom- 
mittee on Fisheries and Wildlife Conservation of the House Committee on Merchant 
Marine and Fisheries, 84th Cong., 2nd sess., May-June 1956, (Washington: Supt. Docs. 
1956. Pp. 249.) 

The European housing situation. Prepared by the secretariat of the Econ. Comm. for 
Europe. (Geneva: United Nations. 1956. Pp. 56. 3s 6d.) 

Farm credit. Hearings before the Subcommittee on Conservation and Credit of the House 
Committee on Agriculture, 84th Cong., 2nd sess., April 19, 20, 21, 1956. (Washington: 
Supt. Docs. 1956. Pp. 203.) 

Farmers’ Home Administration operating and housing loans. Hearings before a subcom- 
mittee of the Senate Committee on Agriculture and Forestry, 84th Cong., 2nd sess., May 
1956. (Washington: Supt. Docs. 1956. Pp. 133.) 

F.H.A. investigation. Hearings before a subcommittee of the Senate Committee on Post 
Office and Civil Service, 84th Cong., 2nd sess., June 1956, Pt. 1. (Washington: Supt. 
Docs. 1956. Pp. 139.) 

General farm legislation. Hearings before the House Committee on Agriculture, 84th Cong., 
2nd sess., Feb.-March 1956, Pt. 2. (Washington: Supt. Docs. 1956. Pp. 569.) 

Housing Act of 1956, Hearings before the House Committee on Banking and Currency, 
84th Cong., 2nd sess., May 1956. (Washington: Supt. Docs. 1956. Pp. 666.) 

Increase borrowing power of Commodity Credit Corporation. Hearing before the House 
Committee on Banking and Currency, 84th Cong., 2nd sess., May 15, 1956. (Washington: 
Supt. Docs. 1956, Pp. 75.) 

Miscellaneous credit. Hearing before the Subcommittee on Conservation and Credit of 
the House Committee on Agriculture, 84th Cong., 2nd sess., March-May 1956. (Wash- 
ington: Supt. Docs. 1956. Pp. 166.) 

Recent developments in futures trading under the Commodity Exchange Act. Prep. by 
R. R. Kaufiman, Administrator. Agric. infor. bull. no, 155. (Washington: Supt. Docs. 
1956. Pp. 25.) 

Report on price study by Cotton Council. Hearing before the Subcommittee on Cotton 
of the House Committee on Agriculture, &4th Cong., 2nd sess., May 23, 1956, (Washing- 
ton: Supt. Docs. 1956. Pp. 38.) 

Report on rent control in New York state—1955. (New York: Temporary State Housing 
Rent Comm. [1956.] Pp. 70.) 

Withdrawal and utilization of the public lands of the United States. Hearings before the 
House Committee on Interior and Insular Affairs, 84th Cong., 2nd sess. (Washington: 
Supt. Docs. 1956. Pp. 495.) 


Labor Economics 


Cracue, E. Trends in productivity since the war. Paper presented by the Commissioner 
of Labor Statistics before the Nat. Indus. Conf. Board, Jan. 20, 1956. (Washington: 
Supt. Docs. 1956. Pp. 11.) 
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ELKan, W. An African labour force—two case studies in East African factory employment. 
East African stud. no. 7. (Kampala, Uganda: East African Inst. Soc. Research, 1956. 
Pp. iv, 59. 85 6d.) 

Green, M. The National Civic Federation and the American labor movement, 1900-1925. 
A doctoral dissertation. (Washington: Catholic Univ. of America Press. 1956. Pp. xii, 
537. $5.50.) 

Jaques, E. Measurement of responsibility—a study of work, payment and individual 
capacity. (Cambridge: Harvard Univ. Press. 1956. Pp. xiii, 143. $3.) 

Sticter, G. J. Trends in employment in the service industries. Nat. Bur. Econ. Research 
gen’l ser. no. 59. (Princeton: Princeton Univ. Press. 1956. Pp. xviii, 167. $3.75.) 

Tripp, L. R., ed. Proceedings of the eighth annual meeting—Industrial Relations Research 
Association, New York City, December 28-30, 1955. Pub. no. 16. (Madison: Indus. 
Relations Research Assoc. 1956. Pp. x, 385. $3.) 

Analysis of work stoppages, 1955. BLS bull. no. 1196. (Washington: Supt. Docs. 1956. 
Pp. 34. 30¢.) 

Bibliography of the Labor Management Relations Act. Suppl. no. 7, Covering period from 
March 1, 1955 to June 1, 1956. (Washington: Nat Lab. Relations Board Library. 1956. 
Pp. 37.) 

Collective bargaining clauses—lay-off, recall, and work-sharing procedures. BLS bull. no. 
1189. (Washington: Supt. Docs. 1956. Pp. 53. 40¢.) 

Comparison of state unemployment insurance laws, as of December 1955. Prepared under 
direction of H. S. Cunningham, of the Unemployment Insur. Serv., Bur. Employment 
Security. (Washington: Supt. Docs. 1956. Pp. 141.) 

International comparisons of real wages—a study of methods. (Geneva: Internat. Lab. 
Office. 1956. Pp. vi, 89. $1.) 

International Labour Conference, 40th sess., Geneva, 1956. (Geneva: Internat. Lab. Office.) 
Discrimination in the field of employment and occupation. Rept. no. VII (1). Pp. 42. 40¢. 
Conditions of employment of plantation workers. Rept. no. VIII (1). Pp. 96. 75¢. 

The labor situation in Pakistan. Prepared for Internat. Coop. Admin., Off. Lab. Affairs. 
(Washington: Bur. Lab. Stat., Dept. Labor. 1956, Pp. 113.) 

Longshoremen’s and Harbor Workers’ Compensation Act (third party liability). Hearings 
before a special subcommittee of the House Committee on Education and Labor, 84th 
Cong., 2nd sess., May-June 1956. (Washington: Supt. Docs. 1956. Pp. 145.) 

Minimum wages in certain territories, possessions, and overseas areas of the U.S. Hearings 
before a suticommittee of the House Committee on Education and Labor, 84th Cong., 
2nd sess., March-April 1956, Pt. 2. (Washington: Supt. Docs. 1956. Pp. 530.) 

Minimum wages for Puerto Rico and the Virgin Islands. Hearings before the House Com- 
mittee on Education and Labor, 84th Cong., December 1955. (Washington: Supt. Docs. 
1956. Pp. 385.) 

Report of the Director-General. 6th conf. of American states members of the Internat. 
Lab. Org., Havana, Sept. 1956. (Geneva: Internat. Lab, Office. 1956. Pp. 99. 75¢.) 
Retail establishments and the Fair Labor Standards Act. Staff rept. to the Subcommittee 
on Labor of the Senate Committee on Labor and Public Welfare, 84th Cong., 2nd 

sess. (Washington: Supt. Docs. 1956. Pp. 368.) 

State workmen’s compensation laws. Suppl. to BLS bull. no, 161. (Washington: Supt. Docs. 
1956. Pp. 46.) 

Summary of the labor situation in France. Prepared for Internat. Coop. Admin., Off. Lab. 
Affairs. (Washington: Bur. Lab. Stat., Dept. Labor. 1956. Pp. 31.) 

To abolish forced labor through ILO. Hearings before the Subcommittee on Labor of the 
Senate Committee on Labor and Public Welfare, 84th Cong., 2nd sess., April 1956. 
(Washington: Supt. Docs. 1956. Pp. 293.) 

Trends in output per man-hour, 1935-55, selected nonmanufacturing industries. BLS rept. 
no. 105, (Washington: Bur. Lab. Stat., Dept. Labor. 1956. Pp. 21.) 

Work experience of the population in 1955. Bur. Census current population rept. ser. P-50, 
no. 68. (Washington: Supt. Docs. 1956. Pp. 31.) 
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Population; Welfare Programs; Standards of Living 


ABEL-SMITH, B. AND Titmuss, R. M. The cost of the National Health Service in England 
and Wales. Nat. Inst. Econ. and Soc. Research occas. paper no. xvii. (London: Cam- 
bridge Univ. Press, 1956. Pp. xv, 176. 27s 6d.) 

Atsrecut, G. Sozial Politik. (Géttingen: Vandenhoeck & Ruprecht. 1955. Pp. 242. DM 
14,80.) 

ANDERSON, O. W. AND FELDMAN, J. J. Family medical costs and voluntary health insur- 
ance—a nationwide survey. (New York: McGraw-Hill. 1956. Pp. xix, 251. $6.50.) 

Anprews, W. H., Jr. anp Mirier, T. A. Employment security financing in Indiana. Bus. 
rept. no. 22. (Bloomington: Bur. Bus. Research, Indiana Univ. 1956. Pp. xiii, 239. $3.) 

BetsHaw, H. Population growth and levels of consumption—with special reference to 
countries in Asia. (New York: Inst. Pacific Relations. 1956. Pp. xix, 223. $4.50.) 

Hutcuinson, E. P. Immigrants and their children, 1850-1950. (New York: Wiley, for 
Soc. Sci. Research Council in coop. with Bur. Census. London: Chapman & Hall. 1956. 
Pp. xiv, 391. $6.50.) - 

Railroad retirement. Hearings before the Subcommittee on Railroad Retirement of the 
Senate Committee on Labor and Public Welfare, 84th Cong., 2nd sess., May 2-3, 1956. 
(Washington: Supt. Docs. 1956. Pp. 104.) 


Related Disciplines 


AstLe, W. E. Shipowners’ cargo liabilities and immunities. (Fair Lawn: Essential Books. 
London: Witherby. 1956. Pp. x, 386. $5.60; 35s.) 

Boutpine, K. L. The image—knowledge in life and society. (Ann Arbor: Univ. of Michigan 
Press. 1956. Pp. 175. $3.75.) 

BREMNER, R. H. From the depths—the discovery of poverty in the United States. (New 
York: New York Univ. Press. 1956. Pp. xiii, 364. $5.50.) 

Friepricu, C. J. anp GarsraitH, J. K. Public policy—a yearbook. (Cambridge: Grad. 
School Pub. Admin., Harvard Univ. 1956. Pp. 302.) 

Gotpinc, E. W. The generation of electricity by wind power. (New York: Philosophical 
Lib. 1956. Pp. xvi, 318. $12.) 

RetizeL, W. Kaptan, M. A. AND Cosrenz, C. G. United States foreign policy 1945-1955. 
(Washington: Brookings Inst. 1956. Pp. xi, 535. $4.50.) 

Sternserc, S. H., ed. The statesman’s year-book—statistical and historical annual of the 
states of the world for the year 1956. (New York: St. Martin’s Press. London: Mac- 
millan. 1956. Pp. xxvi, 1622. $8.50.) 

VAN DEN Haac, E. Education as an industry. (New York: Kelley & Millman. 1956. Pp. 
vii, 163. $3.75.) 

WASSERMAN, P. Information for administrators—a guide to publications and services for 
management in business and government. (Ithaca: Cornell Univ. Press. 1956, Pp. xiv, 
375. $6.) 

Wooncock, G. Pierre-Joseph Proudhon. A bibliography. (New York: Macmillan. 1956. Pp. 
291. $5.75.) 

The changing environment of international relations. Brookings Lectures, 1956, by G. Kirk, 
H. S. Brown, D. W. Brogan, E. S. Mason, H. H. Fisher and W. L. Thorp. (Washington: 
Brookings Inst. 1956. Pp. ix, 158. $2.50.) 

Two essays of particular interest to economists are “Emerging Requirements for an 
Expanding World Economy,” by E. S. Mason, and “American Interest in Asian Develop- 
ment,” by W. L. Thorp. 

Social sciences publications—bibliographical list no. 4 of social sciences papers published 
in the Middle East. (Cairo: Middle East Sci. Coop. Off., UNESCO. 1954. Pp. 46.) 

Standards of education and experience for certified public accountants. (Ann Arbor: Bur. 
Bus. Research, Univ. of Michigan, for Comm. on Standards of Educ. and Experience 
for CPAs. 1956. Pp. xxiii, 151.) 
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PERIODICALS 


General Economics: Methodology 


Asery, M. Institucionalismo econdmico. Rev. de Econ. Pol., Sept.-Dec. 1955. Pp. 15. 

Firstenserc, F. Die soziologische Dimension wirtschaftstheoretischer Aussagen. Zeitschr. 
f. die ges. Staatswiss., 1956, CXII (3). Pp. 12. 

Herzoc, J. S. Homilia para futuros economistas. Investigacién Econ., 1956, XVI( 1). Pp. 

HouTHakkeER, H. S. Economics and biology: specialization and speciation. Kyklos, 1956, 
IX (2). Pp. 9. 

SuRANYI-UNGER, T. American economic theory comes of age. Zeitschr. f. die ges. Staatswiss., 
1956, CXII (3). Pp. 24. 

ZezoT, C. A. Philosophical assumptions in economics. Duquesne Rev., Spring 1956. Pp. 14. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 


AtBert, H. Das Werturteilsproblem im Lichte der logischen Analyse. Zeitschr. f. die ges. 
Staatswiss., 1956, CXII (3). Pp. 30. 

Attais, M. Explication des cycles économiques per un modéle non linéaire a régulation 
retardée. Metroeconomica, Apr. 1956. Pp. 80. 

Amonn, A. Die Probleme der dynamischen Gleichgewichtstheorie. Schweiz. Zeitschr. f. 
Volkswirtschaft und Stat., June-July 1956. Pp. 19. 

AnprIEssEN, J. E. Lerners monopoliegraad onbruikbaar? De Economist, June 1956. Pp. 11. 

Apet, H. Growth trends in productivity, consumption, and investment. Soc. Research, 
Summer 1956, Pp. 24. 

ARANT, W. Competition of the few among the many. Quart. Jour. Econ., Aug. 1956. Pp. 19. 

AstTo1a, L. Yrittajin hinta- ja alennusratkaisut. (With English summary). Liiketaloudelli- 
nen Aikakauskirja, III (5). Pp. 12. 

Baciott1, T. Dalla storia delle dottrine alla storia dell’analisi economica. Riv. Internaz. 
di Sci. Econ. e Com., Apr. 1956. Pp. 12. 

Brack, J. A note on Mr. Kaldor’s trade cycle model. Oxford Econ, Papers, June 1956. 
Pp. 13. 

Bum, J. Prices in Russia in the sixteenth century. Jour. Econ. Hist., June 1956. Pp. 18. 

BopenHorn, D. The stability of growth models. Am. Econ. Rev., Sept. 1956. Pp. 25. 

BRONFENBRENNER, M. An elasticity of inflation. Metroeconomica, Aug. 1956. Pp. 11. 

Bruton, H. J. Innovations and equilibrium growth. Econ. Jour., Sept. 1956. Pp. 12. 

Cuanp, M. On the theory of games: an expository analysis. Indian Jour. Econ., Apr. 
1956. Pp. 16. 

Core, A. V. Lord Lauderdale and his “Inquiry.” Scot. Jour. Pol. Econ., June 1956. Pp. 11. 

Corsino, E. Economia nazionale ed economia aziendale. Studi Econ., Mar.-Apr. 1956. 
Pp. 15. 

Dano, S. Linear programming i produktionsteorien, III. Nationalgk. Tids., 1956, XCIV 
(1-2). Pp. 15. 

Davipson, D. anv Surpes, P. A finitistic axiomatization of subjective probability and 
utility. Econometrica, July 1956. Pp. 12. 

pE Jonc, F. J. Heertje over de monopoliegraad van Lerner. De Economist, June 1956. 
Pp. 13. 

Decy’Amore, G. Gli incentivi all’accumulazione del risparmio. (With English summary.) 
Risparmio, June 1956. Pp. 30. 
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E1sner, R. Technological change, obsolescence and aggregate demand: a reformulation. 
Am. Econ. Rev., Sept. 1956. Pp. 3. 

ENTHOVEN, A. C. ano Arrow, K. J. A theorem on expectations and the stability of equilib- 
rium, Econometrica, July 1956. Pp. 6. 

Fanno, M. Lineamenti di una teoria dell’espansione delle economie progressive (1). Econ. 
Internaz., May 1956. Pp. 18. 

Fercuson, C. E. A social concept of excess capacity. Metroeconomica, Apr. 1956. Pp. 10. 

FernANpez, C. E. El equilibrio en la empresa y en la industria. Ciencias Econ., May 1956. 
Pp. 19. 

Fisner, F. M. Income distribution, value judgments, and welfare. Quart. Jour. Econ., 
Aug. 1956. Pp. 45. 

Fossatt, E. Le premier cinquantenaire du “Manuale di economia politica” de Vilfredo 
Pareto. Metroeconomica, Apr. 1956. Pp. 3. 

FreunD, R. J. The introduction of risk into a programming model. Econometrica, July 
1956. Pp. 11. 

Gittman, J. M. Ricardo’s development as an economist. Sci. and Soc., Summer 1956. 
Pp. 34. 

Gorpon, D. F. Obsolescence and technological change: comment. Reply by M. Frankel. 
Am. Econ. Rev., Sept. 1956. Pp. 10. 

Gritu, C. Economia applicata ai lavori pubblici (continua). Studi Econ., Mar.-Apr. 1956. 
Pp. 21. 

Harrop, R. F. Walras: a re-appraisal. Econ. Jour., June 1956. Pp. 10. 

HAsseLBitatt, W. B. Masseneinkommen und Verbrauch. Zeitschr. f. die ges. Staatswiss., 
1956, CXII (3). Pp. 24. 

Hasson, J. A. Economic stabilization in a primary-producing country. Jour. Pol. Econ., 
June 1956. Pp. 16. 

Heerty£, A. De betekenis van de monopoliegraad van Lerner voor de prijstheorie. De 
Economist, May 1956. Pp. 15. 

HirsH.eirer, J. On the economics of transfer pricing. Jour. Bus. Univ. Chicago, July 
1956. Pp. 13. 

Houtcutson, T. W. Bentham as an economist. Econ. Jour., June 1956. Pp. 19. 

IsenBerc, G. Regionale Wohlstandsunterschiede, Finanzausgleich und Raumordnung. Fin- 
anzarchiv, 1956, XVII (1). Pp. 34. 

Jonas, F. Subjekt und Gesenstand in der klassischen Nationalékonomie. Schmollers Jahrb., 
1956, LX XVI (3).’Pp. 10. 

Kisu1moto, S. The meaning and problems of the Malthus-Ricardo study. Kyoto Univ. 
Econ. Rev., Oct. 1955. Pp. 9. 

Krétt, M. Moneta e capitale. Riv. Internaz. di Sci. Econ. e Com., Apr. 1956. Pp. 13. 

Kiiune, O. Zur Neuorientierung der Sozialwissenschaft unter besonderer Beriicksichtigung 
des Verhiltnisses zwischen Mensch und Technik. Schmollers Jahrb., 1956, LX XVI (3). 
Pp. 40. 

Lupxes, G. Zur Theorie und Politik der Einkommensverteilung. Schmollers Jahrb., 1956, 
LXXVI (4). Pp. 34. 

Manonwaran, T. Towards a choice among alternative investment projects. Indian Econ. 
Jour., Apr. 1956. Pp. 6. 

Mazzoccnt, G. Vendite a rate e ciclo economico. Econ. Internaz., May 1956. Pp. 10. 

McManus, H. Points rationing and the consumer. Metroeconomica, Aug. 1956. Pp. 17. 

Menta, J. K. La misurabilita dell’'utilita da un nuovo punto di vista. (With English 
summary.) Riv. Internaz. di Sci. Econ. e Com., June 1956. Pp. 20. 

Metzner, M. Der Wettbewerb in Beschrinkung oder Verschairfung? Schmollers Jahrb., 
LXXVI (4). Pp. 16. 
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Ozca, S. A. Measurable utility and probability: a simplified rendering. Econ. Jour., Sept. 
1956. Pp. 12. 

Prevettr, A. Una recente formalizzazione del comportamento dell’unita di consumo in 
condizioni di incertezza. L’industria, Apr.-June 1956. Pp. 18. 

Ravett, C. Actualidad de las ideas de Federico List. Investigaci6n Econ., 1956, XVI (1). 
Pp. 28. 

Ricwarpson, G. B. Demand and supply reconsidered. Oxford Econ. Papers, June 1956. 
Pp. 14. 

Rospotsky, R. Zur neueren Kritik des Marxschen Gesetzes der fallenden Profitrate. Kyklos, 
1956, IX (2). Pp. 19. 

Roy, A. D. Risk and rank or safety first generalised. Economica, Aug. 1956. Pp. 15. 

Ristow, H.-J. Entstehung und Funktion des Unternehmergewinnes. With reply by E. 
Preiser. Jahrb. f. Nationalok. und Stat., May 1956. Pp. 10. 

Smack ie, G. L. S. Expectation and cardinality. Econ. Jour., June 1956. Pp. 9. 

Stone, R., ArtcHison, J. AND Brown, J. A. C. Alcuni problemi di stima nell’analisi della 
domanda. L’industria, Apr.-June 1956. Pp. 15. 

Stone, R. anp Rowe, D. A. Aggregate consumption and investment functions for the 
household sector considered in the light of British experience. Nationalgk. Tids., 1956, 
XCIV (1-2). Pp. 32. 

van Ost, H. R. Gevaren en kontradikties van de term “vraagsnelheid.” De Economist, 
May 1956. Pp. 10. 

Vauzances, J.-L. L’investissement et l’entreprise. Rev. Econ., July 1956. Pp. 26. 

Vittar, H. El proceso de adjuste de los precios de los bienes de demandas conexas. Rev. 
de Econ. Pol., Sept.-Dec. 1955. Pp. 28. 

Waite, W. H. Interest inelasticity of investment demand—the case from business attitude 
surveys re-examined. Am. Econ. Rev., Sept. 1956. Pp. 23. 

Wricut, A. Ll. The genesis of the multiplier theory. Oxford Econ. Papers, June 1956. 
Pp. 13. 

ZACCAGNINI, E. Gradus ad Parnassum. Giorn. d. Econ., Jan.-Feb. 1956. Pp. 37. 

Zappa, G. I tempi e le durate dei fenomeni produttivi; i cicli e i ritmi delle produzioni 
d’impresa. (With English summary.) Risparmio, Apr. 1956. Pp. 27. 


Economic History; Economic Development; National Economies 


ALEXANDER, R. J. Inflation in Latin America. Indian Jour. Econ., Jan. 1956. Pp. 6. 

ANDERSEN, P. N. Strukturaendringer i dansk gkonomi. Nationalgk. Tids., 1956, XCIV 
(1-2). Pp. 14. 

ARMAND, L. Atomic energy and the future of Europe. For. Affairs, July 1956. Pp. 10. 

Arnot, H. W. Economic development of the American South, 1929-1952. Indian Econ. 
Rev., Feb. 1956. Pp. 25. 

AvENTUR, J. Budget social et développement économique. Rev. Sci. Fin., July-Sept. 1956. 
Pp. 24. 

Batpwin, R. E. Patterns of development in newly settled regions. Man. School Econ. Soc. 
Stud., May 1956. Pp. 19. 

Bauer, P. T. Lewis’ Theory of economic growth. (A review article.) Am. Econ. Rev., Sept. 
1956, Pp. 10. 

Brroson, A., Bernaut, R. ano Turceon, L. Prices of basic industrial products in the 
U.S.S.R., 1928-50. Jour. Pol. Econ., Aug. 1956. Pp. 26. 

Byork, L. Sovjetunionens ekonomiska situation. Dkon. og Pol., 1955, XXIX (2-4). Pp. 18. 

Crist, R. E. Malta: development problems and economic prospects. Am. Jour. Econ. Soc., 
July 1956. Pp. 13. 

pA Costa, E. P. W. India’s new Five-Year Plan, For. Affairs, July 1956. Pp. 8. 
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Deyrup, F. J. Contract production in underdeveloped countries—a problem in industrial 
organization. Soc. Research, Summer 1956. Pp. 15. 

Duar, P. N. Some aspects of technical progress in small scale industries. Indian Econ. 
Rev., Feb. 1956. Pp. 10. 

Doss, M. El significado del estudio del desarrollo econdmico soviético para los problemas 
de nuestro tiempo. Investigacion Econ., 1956, XVI (1). Pp. 42. 

Fe.tx, D. Profit inflation and industrial growth: the historic record and contemporary 
analogies. Quart. Jour. Econ., Aug. 1956. Pp. 23. 

Fict, L. La posizione dell’Austria in Europa e nel mondo. Communita’ Internaz., Apr. 1956. 
Pp. 8. 

Fossatr, E. Il significato della prosperita economica delgi Stati Uniti d’America. (With 
English summary.) Risparmio, Apr. 1956. Pp. 20. 

Garranl, G. Il carattere bancario e Vevoluzione strutturale dei primigenii monti di pietd. 
(With English summary.) Risparmio, May 1956. Pp. 49. 

Germanicus. Eastern Germany’s economic development. Econ. Internaz., May 1956. Pp. 30. 

Guitton, H. anp oTHers. La France Economique en 1955. Rev. d’Econ. Pol., July-Oct. 
1956. Pp. 857. 

Henpverson, W. O. The genesis of the industrial revolution in France and Germany in the 
18th century. Kyklos, 1956, [IX (2). Pp. 18. 

HorrMann, C. The depression of the nineties. Jour. Econ. Hist., June 1956. Pp. 28. 

Horow11z, D. L’évolution économique et la politique financiére d’Israél. Econ. Appliquée, 
Jan.-June 1956, Pp. 14. 

Jounson, D. G. Observations on the economy of the U.S.S.R. Jour. Pol. Econ., June 1956. 
Pp. 27. 

Kaun, R. An answer to the capital question. Westminster Bank Rev., Aug. 1956. Pp. 4. 

Kitamura, H. Long-run projection of the Japanese economy—a critical evaluation. Kyklos, 
1956, IX (2). Pp. 29. 

Lance, O. Il problema dei paesi sottosviluppati. Comunita’ Internaz., Apr. 1956. Pp. 8. 

Leresvre, G. A historian’s remarks on the transition from feudalism to capitalism. Sci. and 
Soc., Summer 1956. Pp. 6. 

Meter, G. M. Accelerating development in poor countries. Econ. Internaz., May 1956. 
Pp. 31. 

MisHma, Y. The industrial revolution in pottery in Japan. Kyoto Univ. Econ. Rev., Oct. 
1955. Pp. 21. 

Mott, B. Das Problem der Entwicklung der wirtschaftlich schwachen Lander Latein- 
Amerikas. Finanzarchiv, 1956, XVII (1). Pp. 16. 

NicHotts, W. H. Some foundations of economic development in the Upper East Tennessee 
Valley, 1850-1900. Jour. Pol. Econ., Aug. 1956. Pp. 26. 

Nose, T. A. F. Economic progress in underdeveloped areas. Scot. Jour. Pol. Econ., June 
1956. Pp. 18. 

Ono, K. ano Nasa, H. The growth of iron & steel industry in Japan and the problem of 
raw materials (11). Kyoto Univ. Econ. Rev., Oct. 1955. Pp. 20. 

Repiicn, F. La aristocracia europea y el desarrollo econédmico. Rev. de Econ. Pol., Sept.- 
Dec. 1955, Pp. 30. 

STRASSMANN, W. P. Economic growth and income distribution. Quart. Jour. Econ., Aug. 
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health. Land Econ., Aug. 1956. Pp. 11. 

STELZER, I. M. Technological progress and market structure. So. Econ. Jour., July 1956. 
Pp. 11. 

Ustert, M. Das schweizerische Recht tiber das wirtschaftliche Verhalten in Hinblick auf 
das Kartellproblem. Wirtschaft und Recht, 1956, VIII (2). Pp. 20. 

Van Zanvt, J. E. Atomic power and the coal industry. Pub. Util. Fort., June 21, 1956. 
Pp. 6. 

VELARDE, J. Consideraciones sobre algunas actividades monopolisticas en el mercado papelero 
espanol. Rev. de Econ, Pol., Sept.-Dec. 1955. Pp. 97. 

Vink, N. J. Nederland, de Rijnvaart en de Europese verkeersintegratie. De Economist, 
May 1956. Pp. 18. 

von Bisstnc, W. M. F. Die verkehrspolitische Bedeutung der Montan-Union. Schmollers 
Jahrb., 1956, LX XVI (3). Pp. 10. 

Wacker, G. Competition in transport as an instrument of policy. Econ. Jour., Sept. 1956. 
Pp. 10. 

Wit, D. The United States and Japanese atomic power development. World Pol., July 
1956. Pp. 19. 

Peaceful uses of atomic energy. Internat. Lab. Rev., July 1956. Pp. 8. 

The size of industrial establishments. Internat. Lab. Rev., June 1956. Pp. 11. 


Land Economics; Agricultural Economics; Economic Geography; Housing 


Bauer, P. T. Marketing monopoly in British Africa. Kyklos, 1956, IX (2). Pp. 17. 

BerKMAN, H. G. Decentralization and blighted vacant land. Land Econ., Aug. 1956. Pp. 11. 

Branpis, R. Cotton and the world economy. So. Econ. Jour., July 1956. Pp. 11. 

CaLpeRwoop, J. L’agricoliura americana: problema economico di difficile soluzione. Econ. 
Internaz., May 1956. Pp. 8. 

CampseELL, K. O. Current agricultural development and the utilisation of resources. Econ. 
Record, May 1956. Pp. 16. 

Crark, J. M. U.K. farm price guarantees. Quart. Rev. Agric. Econ., Apr. 1956. Pp. 9. 

CRUTCHFIELD, J. A. Common property resources and factor allocation. Can. Jour. Econ. 
Pol. Sci., Aug. 1956. Pp. 9. 

Denman, D. R. The paradox of rural land investment in Britain. Land Econ., May 1956. 
Pp. 9. 

Farnig, D. A. The mineral revolution in South Africa. So, Afr. Jour. Econ., June 1956. 
Pp. 10. ; 

FarnswortH, H. C. ano Jones, W. O. Response of wheat growers to price changes: ap- 
propriate or perverse? Econ. Jour., June 1956. Pp. 17. 

GREENHUT, M. L. Contrasts in site selection: factors which influence the location of a 
wood-metal shop and a narrow fabric mill. Land Econ., May 1956. Pp. 15. 

Jenkins, E. L. Sheep and wool production in the U.S.S.R. Quart. Rev. Agric. Econ., 
Apr. 1956. Pp. 10. 

Keyser.inc, L. H. Agriculture in the nation’s economy: comment. Reply by J. D. Black. 
Am. Econ. Rev., Sept. 1956. Pp. 3. 
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Kwapp, D. C. Congressional control of agricultural conservation policy: a case study of 
the appropriations process. Pol. Sci. Quart., June 1956. Pp. 63. 

Kust, M. J. Economic development and agricultural surpluses. For. Affairs, Oct. 1956. 
Fp. 31. 

Mean, W. J. The forest products economy of the Pacific Northwest. Land Econ., May 1956. 
Pp. 7. 
Menren, G. L. Obiettivi, metodi e limiti della politica di prezzo nello sviluppo agricolo. 
(With English summary.) Riv. Internaz. di Sci. Econ. e. Com., June 1956. Pp. 20. 
Murrny, K. R. anp Gorpon, E. M. New housing characteristics in 1955 and earlier years. 
Mo. Lab. Rev., July 1956. Pp. 9. 

Nasu, E. F. Some reflections on agricultural policy. Lloyds Bank Rev., July 1956. Pp. 14. 

Port, A. Ownership and use of forest land in northwestern California. Land Econ., May 
1956. Pp. 8. 

Rosertson, W. The Raw Cotton Commission: an experiment in state trading. Jour. Indus. 
Econ., June 1956. Pp. 16. 

SHatiL, J. Communal farming in Israel. Land Econ., May 1956. Pp. 9. 

SmitH, T. C. Landlords and rural capitalists in the modernization of Japan. Jour. Econ. 
Hist., June 1956. Pp. 17. 

STerner, R. L. Urban and inter-urban economic equilibrium. Land Econ., May 1956. Pp. 8. 

STOLTENBERG, C. H. Economics for forest managers—a changing emphasis. Jour. Forestry, 
Aug. 1956. Pp. 6. 

Tanc, A. M. Farm income differentials in Southern Piedmont, 1860-1940. So. Econ. Jour., 
July 1956. Pp. 14. 

Turvey, R. Town planning finance, taxation and land values. Ekon. Tids., June 1956. 
Pp. 14. 

Van CLEvE, R. The conservation of Northwest fisheries. Pac. Northwest Bus., Aug. 1956. 
Pp. 9. 

vAN Dantzic, D. Economic decision problems for flood prevention. Econometrica, July 
1956. Pp. 12. 

The balance sheet of agriculture, 1956. Fed. Res. Bull., Aug. 1956. Pp. 10. 

Prospects of foreign disposal of domestic agricultural surpluses. Dept. of State Bull., June 
18, 1956. Pp. 6. 

Labor Economics 


ACKERMAN, L. J. Financing pension benefits. Harvard Bus. Rev., Sept.-Oct. 1956. Pp. 12. 

ALEXANDER, K. J. W. Wages in coal-mining since nationalization. Oxford Econ. Papers, 
June 1956. Pp. 17. a 

ANDERSON, G. A. Lifetime inter-occupational mobility patterns in Sweden. Acta Sociologica, 
1956, I (3). Pp. 35. 

BapENHoopP, L. E. AND JARRELL, A. N. Wages and related practices in the machinery indus- 
tries, 1955-56. Mo. Lab. Rev., Aug. 1956. Pp. 8. 

Banapur, R. P. The economics of casteism. Indian Jour, Econ., Jan. 1956. Pp. 12. 

Benewitz, M. C. Wage and salary administration and wage theory: a reconciliation. 
Am. Jour. Econ. Soc., July 1956. Pp. 10. 

Buave, H. G. The nature of the problem of labour turnover. Indian Jour. Econ., Apr. 
1956. Pp. 8. 

Brau, P, M., Gustav, J. W., Jessor, R., Parnes, H. S., Wizcocx, R. C. Occupational 
choice: a conceptual framework. Indus. Lab. Rel. Rev., July 1956. Pp. 14. 

BRONFENBRENNER, M. Potential monopsony in labor markets. Indus. Lab. Rel. Rev., July 
1956. Pp. 12. 

Cuase, L. C. anp Moore, E. M. Characteristics of major union contracts. Mo, Lab. Rev., 
July 1956. 
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Datar, B. N. AnD Patet, I. G. Employment during the second world war. Indian Econ. 
Rev., Feb. 1956. Pp. 15. 

Douty, H. M. Labor status and collective bargaining. Mo. Lab. Rev., June 1956. Pp. 7. 

Fourasti£, J. Recherches relatives a la prévision de l'emploi. Population, Apr.-June 1956. 
Pp. 10. 

GaLenson, W. Industrial training in the Soviet Union. Indus. Lab. Rel. Rev., July 1956. 
Pp. 15. 

GarFINKLE, S. Tables of working life for women, 1950. Mo. Lab. Rev., June 1956. Pp. 6. 

Grrarp, A. Développement économique et mobilité des travailleurs. Population, Apr.-June 
1956. Pp. 5. 

GLIksMAN, J. G. Recent trends in Soviet labor policy. Mo. Lab. Rev., July 1956. Pp. 9. 

Hi, T. P. anp Knowtes, K. G. J. C. The variability of engineering earnings. Bull. 
Oxford Univ. Inst. Stat., May 1956. Pp. 44. 

KauHN, H. R. The distinction between wages and salaries. Scot. Jour. Pol. Econ., June 
1956. Pp. 20. 

. The element of “accident” in the national salary structure. Man. School Econ. 
Soc. Stud., May 1956. Pp. 17. 

KirRcHHEIMER, O. West German trade unions. World Pol., July 1956. Pp. 31. 

Kristov, J. Union decertification, Indus. Lab. Rel. Rev., July 1956. Pp. 6. 

LassecuE, P. Quelques remarques sur le développement économique et la répartition pro- 
fessionnelle de la population. Rev. d’Econ. Pol., May-June 1956. Pp. 24. 

Lewis, L. E. Wage dispersion in manufacturing industries, 1950-55. Mo, Lab. Rev., July 
1956. Pp. 7. 

McCarrree, K. M. Regional labor agreements in the construction iniustry. Indus. Lab. 
Rel. Rev., July 1956. Pp. 15. 

McKe rar, N. Some aspects of the international standard classification of occupations. 
Internat. Lab. Rev., July 1956. Pp. 18. 

Menon, V. K. R. The influence of international labour conventions on Indian labour legis- 
lation. Internat. Lab. Rev., June 1956. Pp. 21. 

Nomvete, B. D. Labor in underdeveloped countries. Sci. and Soc., Summer 1956. Pp. 14. 

Oxnam, D. W. Industrial arbitration in Australia: its effects on wages and unions. Indus. 
Lab. Rel. Rev., July 1956. Pp. 19. 

Pierce, S. R., Jr. Legal problems in plans for private layof pay. Mo. Lab. Rev., Aug. 
1956. Pp. 6. 

Ricwarpson, J. H. Wage policy and a labour standard. Econ. Jour., Sept, 1956. Pp. 11. 

Ross, A. M. Fringe benefits today and tomorrow. Lab. Law Jour., Aug. 1956. Pp. 7. 

Rotrenserc, S. The baseball players’ labor market. Jour. Pol. Econ., June 1956. Pp. 17. 

Sauvy, A. Développement économique et répartition professionnelle de la population. Rev. 
d’Econ, Pol., May-June 1956. Pp. 25. 

Secat, M. Interrelationship of wages under joint demand: the case of the Fall River 
textile workers. Quart. Jour. Econ., Aug. 1956, Pp. 14. 

Seer, R. E. Accounting for guaranteed wage plans. Accounting Rev., July 1956. Pp. 6. 

Sotomon, B. Dimensions of union growth, 1900-1950. Indus. Lab. Rel. Rev., July 1956. 
Pp. 18. 

STETTNER, L. L. Wage pressures and inflation controls in Western Europe. Mo. Lab. Rev., 
June 1956. Pp. 7. 

Turner, H. A. Wages: industry rates, workplace rates and the wage-drift. Man. School 
Econ. Soc. Stud., May 1956. Pp. 29. 

UnTersercer, S. H. Wage guarantees of road service employees of American railroads: 
comment. Reply by M. A. Horowitz. Am. Econ. Rev., Sept. 1956. Pp. 7. 
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VERNENGO, R. Freedom of association and industrial relations in Latin America: II. 
Internat. Lab. Rev., June 1956. Pp. 27. 


Vurrz, M. J. C. Federalism and labor regulation in the United States and Australia. Pol. 
Sci. Quart., June 1956. Pp. 19. 


Wacner, H. R. A new generation of German labor. Soc. Research, Summer 1956. Pp. 20.° 
Characteristics of the insured unemployed. Mo. Lab. Rev., June 1956. Pp. 4. 

A directory of community wage surveys, 1948-55. Mo. Lab. Rev., Feb. 1956. Pp. 13. 
Repercussions of a reduction in hours of work. Internat. Lab. Rev., July 1956. Pp. 23. 
Twenty years of benefit programs for railroad workers. Mo. Lab. Rev., July 1956. Pp. 2, 


Wage chronology No. 19: Big Four rubber companies, Akron and Detroit plants—sup- 
plement no. 1—1952-55. Mo. Lab. Rev., Aug. 1956. Pp. 38. 


Wage increases—essential for prosperity. Lab. Econ. Rev., July-Aug. 1956. Pp. 8. 


Population; Welfare Programs; Standards of Living 
CampseLL, D. F. Social Security Act: twenty years experience. Jour. Accountancy, Aug. 
1956. Pp. 8. : 
Daviworr, G. La sécurité sociale en U.R.S.S. Population, Apr.-June 1956. Pp. 18. 


FusrieLp, D. R. The program of the American Economic Association meetings. Comment 
by J. D. Black. Comment by E. E. Witte. Am. Econ. Rev., Sept. 1956. Pp. 4. 


Grint, C. Problémes démographiques en Europe. Genus, 1955, XI (1-4). Pp. 68. 


HicHaM, J. American immigration policy in historical perspective. Law and Contemp. 
Problems, Spring 1956. Pp. 23. 


SPENGLER, J. J. Some economic aspects of immigration into the United States. Law and 
Contemp. Problems, Spring 1956. Pp. 20. 


STRANDBERG, S. E. Folkpensioneringen i Sverige. Mkon. og. Pol., 1956, XXX (2). Pp. 13. 

Waterman, G. Federal aid to depressed areas? Am. Econ. Sec., Mar.-Apr. 1956. Pp. 12. 

Wuupven, H. P. Jl sorgere di un “mercato di massa” nell’Europa Occidentale. Mondo 
Aperto, Apr. 1956. Pp. 6. : 

The formation of economic and financial policy: a symposium. (Introduction by D. N. 
Chester. France, by J. D. de Vabres. Great Britain, by B. St. J. Trend. Sweden, by H. 
Thorelli. United States, by A. Smithies. Yugoslavia, by I. Djordjevié.) Internat. Soc. Sci. 
Bull., 1956, VIII (2). Pp. 82. 


Related Disciplines 
Hopper, H. J. The political ideas of Thorstein Veblen. Can. Jour. Econ. Pol. Sci., Aug. 
1956. Pp. 11. 


Lortus, J. A. L’insegnamento delle scienze economiche internasionali. Mondo Aperto, Apr. 
1956. Pp. 8. 
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NOTES 


RESEARCH FELLOWSHIPS AND GRANTS 


The Social Science Research Council will again offer in 1957 all types of fellowships 
and grants which were awarded in 1956, except undergraduate research stipends. 


Four new types of grants will be offered: (1) for research on American governmental 
processes; (2) for field studies of political groups in foreign areas; (3) for research on 
national defense problems since 1939; and (4) for faculty research unrestricted as to 
subject matter or disciplines within the field of social science. 


Several summer institutes are scheduled for 1957: two on applications of mathematics 
in the social sciences at Stanford University, one for social scientists and one for college 
teachers of mathematics, the latter co-sponsored by the Mathematical Association of 
America; an institute on organization theory and research at Carnegie Institute of Tech- 
nology; and, tentatively scheduled, a research training institute on problems underlying 
monetary and policy formation in Washington, D.C. 


Applications will be due not later than January 7, 1957, except for the first three of the 
new programs, for which the closing dates are respectively March 1, 1957; November 15, 
1956; November 15, 1956. Inquiries should be addressed to the Council at 726 Jackson 
Place, N.W., Washington 6, D.C. 


PUBLICATIONS 


The third issue of Economics Library Selections, Basic Lists in Special Fields (Series 11), 
published by the Department of Political Economy, The Johns Hopkins University, in 
June 1956, contains “A Selected Bibliography of Economic Reference Works and Profes- 
sional Journals.” It lists and annotates 164 separate publications and 87 professional 
journals. Economics Library Selections, Series 1, No. 10, also published in June, contains 
a cumulative index for the first ten issues of this quarterly series listing new books in 
economics. 


The first issue of a new periodical, Der Donauraum (The Danubian Area), has appeared. 
It is to be published quarterly by the Institute of Danubian Area Affairs, Salzburg, Austria, 
and is designed to “contribute to a better understanding in the whole civilized world of 
the political, cultural and economic forces of the Danubian area and of the importance the 
latter has for a peaceful and united Europe.” The first issue provides English summaries 
and includes an article on “International Economic Aspects of the Danubian Area,” by 
Hermann Gross. Subscriptions (S 96; DM 16) may be sent to Verlag Hermann Bohlaus 
Nachf., Graz- Wien [X/72, Austria. 


OPPORTUNITIES IN FEDERAL SERVICE 
Economists and statisticians who have had academic training but little or no work 
experience in their fields would be well advised to take the Federal Service Entrance 
Examination. Seniors in college, recent graduates and graduate students, as well as 
specialists who take this general examination can be placed in fields of their specialization. 
Persons with work experience or with the doctoral degree should take the specialized 
examinations. 


Information about the Federal Service Entrance Examination can be secured from the 
nearest U. S. Civil Service Commission office. Other information is contained in two 
pamphlets—obtainable from the Civil Service Commission or from college placement offices 
—entitled “Futures in the Federal Government” (Commission pamphlet no. 30) and 
“Facts about the Federal Career Service” (Commission pamphlet No. 60). 
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ANNOUNCEMENTS 
At the 1956 annual meeting of the Western Economic Association, the following officers 
were elected: Floyd A. Bond, Pomona College, president; Paul Ellis, State College of 
Washington, vice president; John Pagani, University of Santa Clara, secretary-treasurer; 
Jewell Rasmussen, University of Utah, editor; and Marvel Stockwell, University of Cali- 
fornia at Los Angeles, trustee. 


Foreign Scholars to be in United States Part or All of Current Academic Year 


Kenjiro Ara, lecturer in Hitotsubashi University, Tokyo, is a research fellow at the 
Johns Hopkins University. 

J. D. Chambers, of the University of Nottingham, England, is visiting lecturer at the 
University of Illinois. 

Paul Chamley, professor of economics at the University of Strasbourg, is in this country 
on a travel grant, presently at Stanford University. 

Phyllis Deane, of the University of Cambridge, England, is engaged in research at the 
Johns Hopkins University. 

Edgars Dunsdorfs, of the University of Melbourne, is visiting professor of economics at 
the University of California, Berkeley. 

Luis Escobar Cerda, dean of the Faculty of Economics of the University of Chile, is at 
Harvard University. 

Edmundo Flores, of the University of Mexico, is visiting professor of economics at the 
University of Texas, 

Fritz C. Holte, of the Norwegian College of Agriculture is at the Cowles Foundation for 
Research in Economics, Yale University. 

Nicholas Kaldor, of King’s College, Cambridge University, is visiting Seager lecturer at 
Columbia University. 

Nasir Ahmad Khan, lecturer in economics at Lucknow University, India, is at the Uni- 
versity of Chicago. 

Ryutaro Komiya, professor of economics at Tokyo University, is in this country on a 
travel grant. 

Willy Kraus, lecturer at the University of Cologne, is at the Johns Hopkins Uni- 
versity. 

Manlio Resta, professor of economics and director of the Economics Institute of the 
University of Trieste, is in this country on a travel grant. 

Taizo Shinohara, of the Faculty of Agriculture of the University of Japan, is at the 
University of Chicago. 

Mikio Sumiya, professor of economics of industry at Tokyo University, is at the Uni- 
versity of California, Berkeley. 

Jan Tinbergen, of the Central Government Planning Office, The Hague, is visiting pro- 
fessor of economics at Harvard University. 

Lars Wahlbeck, of the Economic Research Institute of Finish Industry, Helsinki, Fin- 
land, is in this country on a travel grant, presently at Stanford University. 

Donald Whitehead, of Nuffield College, Oxford University, is in the department of 
political economy of the Johns Hopkins University. 

Herman Wold, professor of statistics and director of the Statistical Institute, University 
of Uppsala, Sweden, is in this country on a travel grant. 


Deaths 


Folke Hilgerdt died in Sweden in July 1956. 
John E. Reighard, professor of accounting at the University of Minnesota since 1921, 
died July 14, 1956. 
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Appointments and Resignations 


Aly B. Abdou has been appointed assistant professor in marketing in the School of 
Business and Public Administration, University of Missouri. 

Walter Adams has been promoted to professor of economics at Michigan State Uni- 
versity. 

Joseph Airov has been promoted from instructor to assistant professor of business 
administration in the School of Business Administration, Emory University. 

Robert L. Allen has been appointed research associate professor at the University of 
Virginia. 

Jahangir Amuzegar has been appointed assistant professor of economics, effective March 
1957, at Michigan State University. 

O. J. Anderson has been promoted from assistant professor to associate professor of 
business organization and management in the College of Business Administration, Uni- 
versity of Nebraska. 

Theodore Anderson has been appointed associate professor of economics in the School 
of Business Administration, University of California, Los Angeles. 

Torao Aoki, formerly with the Ministry of Finance of the Japanese government in 
Tokyo, has recently been appointed chief of the Karatsu Taxation Office. 

W. D. Arant has been promoted to head of the economic research office of Swift & 
Company. 

Joseph Aschheim has been appointed assistant professor of economics at the Johns 
Hopkins University. ‘ 

Wallace N. Atherton has been appointed instructor in economics at Michigan State 
University. 

Arthur Auble has accepted a position in the Operations Research Group of the Pomona 
division of Convair, at the same time continuing part-time teaching at Claremont Men’s 
College. 

Richard E, Ball has resigned from Notre Dame University to accept an appointment as 
associate professor of general business at Michigan State University. 

Robert J. Barr has resigned as director of the department of economics at Marquette 
University. 

Robert A. Battis has resigned from Lehigh University to accept a position at Muhlen- 
burg College. 

W. H. Baughn has resigned from Louisiana State University to accept an appointment 
as professor of business administration at the University of Texas. 

Martin L. Bell has been appointed associate professor of marketing at Washington Uni- 
versity, Saint Louis. 

P. W. Beltz has been named head of the commercial research department of Swift & 
Company. : 

Emile Benoit, formerly of McGraw Hill Publishing Company, is now associate professor 
of international business in the Graduate School of Business of Columbia University. 

A. V. Berger-Voesendorf has been appointed professor of economics at Georgia State 
College. 

Abram Bergson has resigned from Columbia University to accept an appointment as 
professor of economics and staff member of the Russian Research Center, Harvard Uni- 
versity. 

Joseph S. Berliner has been appointed assistant professor of economics at Syracuse Uni- 
versity. 

Arthur G. Billings has been appointed visiting lecturer in economics at the University of 
Colorado. 

Roy G. Blakey is conducting a seminar in public finance at the University of California, 
Los Angeles. 
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Max R. Bloom has accepted a position as lecturer in the College of Business Administra- 
tion, Syracuse University. 

Paul B. Blomgren has resigned from Indiana University to accept a position in the 
College of Business and Public Services, Michigan State University. 

Diran L. Bodenhorn has been appointed assistant professor of business economics in 
the School of Business, University of Chicago, effective March 1957. 

Dorothy S. Brady has been appointed professor of economics at the University of 
Chicago to conduct a study on income and consumption expenditures. 

Royall Brandis has been promoted from assistant professor to associate professor of 
economics at the University of Illinois. 

James O. Bray, of Kansas State College, has been appointed associate professor ot 
economics at the University of Chicago, and will spend two years at the Catholic Uni- 
versity, Santiago, Chile. 

Hans Brems has been promoted from associate professor to professor of economics at 
the University of Illinois. 

John Brittain has joined the faculty of the New York State School of Industrial and 
Labor Relations, Cornell University, as an assistant professor in the field of economic 
and social statistics. 

Perley F. Brookens, who has retired as associate professor of economics at North 
Carolina State College, is teaching at Meredith College this year. 

Marion A. Buck has resigned from the New York State Joint Legislative Committee on 
Commerce and Economic Development to become assistant professor of business adminis- 
tration in the College of Business Administration, Syracuse University. 

K. A. H. Buckley has been given leave from the University of Saskatchewan for a 
year to serve as a research associate at the National Bureau of Economic Research. 

Carl Campbell, of the University of California, Berkeley, has been appointed instructor 
in the department of economics of the University of Massachusetts. 

Colin D. Campbell, formerly with the Board of Governors of the Federal Reserve Sys- 
tem, has been appointed assistant professor of economics at Dartmouth College. 

Hugh B. Carnes, of Tulane University, gave lectures at the University of Buenos Aires 
this past summer under the sponsorship of the State Department International Exchange 
Program. 

John J. Carroll, on leave from St. Lawrence University, has been appointed visiting as- 
sistant professor of economics at the University of Michigan. 

Edward J. Chambers has resigned from the Prudential Insurance Company to become 
associate professor of business administration and associate director of the Bureau of 
Business and Economic Research of Montana State University. 

Earl F. Cheit has been promoted to associate professor of economics at Saint Louis 
University. 

Lawrence R. Chenault has been elected chairman of the department of economics of 
Hunter College. 

Frank C. Child has been appointed assistant professor of economics at Michigan State 
University. 

Alisone M. Clarke, formerly of Mount Holyoke College, has been appointed instructor 
in economics at North Carolina State College. 

Meredith O. Clement has been appointed instructor in economics at Dartmouth College. 

John A. Cochran has been granted leave from the University of Illinois to serve with 
the Federal Reserve Bank of New York. 

Jerome B. Cohen is acting chairman of the department of economics of the City College 
in the absence of Henry H. Villard, who is on sabbatical leave. 

Robert H. Cojeen has resigned from the University of Kentucky to accept a position at 
the Flint branch of the University of Michigan. 
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Marshall R. Colberg has been appointed chairman of the department of economics of 
Florida State University. 

Alfred H. Conrad has a joint appointment of assistant professor in the department of 
economics and the Harvard Economic Research Project, Harvard University. 

Anthony Costantino has been appointed assistant professor of money and banking in 
the College of Commerce, State University of Iowa. 

Roy B. Cowin, head of the accounting department at Lehigh University, retired in 
June. 

LaVerne A. Cox has been promoted to instructor in business organization and manage- 
ment in the College of Business Administration, University of Nebraska. 

A. W. Currie has been promoted to professor of economics in the department of politi- 
cal economy, University of Toronto. 

Clarence H. Danhof has been appointed director of the Louisiana Workshop on Eco- 
nomic Education sponsored by Tulane University and the Joint Council on Economic 
Education. 

Sidney Davidson has been promoted to professor of accounting at the Johns Hopkins 
University. He recently received a Guggenheim fellowship and is visiting professor of 
economics at the London School of Economics in the current year. 

John S. Day has been appointed associate professor of industrial management at Purdue 
University. 

Lyle H. Day has been appointed instructor at the University of Minnesota. 

John S. deBeers has resigned from the U.S. Treasury Department to become director of 
the economic research department of the Government Development Bank for Puerto Rico. 

Bernard W. Dempsey, S.J., is now director of the department of economics, Marquette 
University. 

W. Stanley Devino has been appointed instructor in economics at Michigan State Uni- 
versity. 

William G. Dick has been promoted from assistant professor to associate professor of 
business organization and management in the College of Business Administration, Uni- 
versity of Nebraska. 

Frank G. Dickinson, of the American Medical Association, is in Australia and New 
Zealand making a study of population growth in relationship to economic, social and 
political changes. 

Arthur T. Dietz has been promoted from assistant professor to associate professor of 
business administration at Emory University. 

Mary Lu Dooley has been appointed instructor in the economics department of Michigan 
State University. 

Louis Dow, of the University of Arkansas, has been appointed assistant professor of 
economics at the University of Oklahoma. 

Boris G. Dressler has retired from teaching in the department of economics of The City 
College. 

Robert G. Drew-Bear has been appointed assistant professor of marketing in the School 
of Business Administration, University of Massachusetts. 

Edward N. Dubois, of Pennsylvania State University, has been appointed assistant pro- 
fessor of economics at Saint Louis University. 

Edgar S. Dunn is on leave of absence from the University of Florida this year to do 
research with Resources for the Future, Inc. 

H. C. M. Eastman has been appointed research associate in economics in the depart- 
ment of political economy, University of Toronto. 

Lynn R. Edminster, formerly of the U.S. Tariff Commission, has been appointed lecturer 
in economics in the department of economics, University of Maryland. 

John G. Eldredge, formerly of the University of Florida, has been appointed visiting 
professor of economics at Rollins College. 
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Carlos C. Erwin has been appointed assistant professor of economics at the University of 
Kentucky. 

Marten S. Estey has resigned from Michigan State University to become associate 
professor of industry in the Wharton School, University of Pennsylvania. 

R. B. Eutsler has resigned from the University of Florida to accept a position as 
education director with Public Utility Reports, Inc. 

Tibor Fabian has been appointed acting assistant professor of economics in the School 
of Business Administration, University of California at Los Angeles. 

Emol A. Fails has been promoted from assistant professor to associate professor of eco- 
nomics at North Carolina State College. 

Eberhard M. Fels has been appointed visiting assistant professor in the department of 
economics, University of California, Berkeley, for the spring semester 1957. 

W. F. Feuerlein has been appointed visiting professor of economics at the University 
of Florida. 

Thomas J. Finn has been appointed instructor in economics at Dartmouth College. 

J. S. Floyd has resigned from the University of Florida to accept a position as associate 
professor at the University of North Carolina. 

W. J. Foreman has been appointed assistant professor of farm management at the 
University of Illinois and has been assigned to a contract program in India for two years. 

C. D. Forrest has resigned from the School of Business, Indiana University, to accept 
an appointment with Hicks & Greist in New York City. 

Herbert W. Fraser has accepted a position at Muhlenburg College. 

Daniel R. Fusfeld has a joint appointment as assistant professor in the economics de- 
partment and Labor and Industrial Relations Center at Michigan State University. 

Lloyd L. Gallardo has been appointed instructor in the department of economics at 
Michigan State University. 

Robert E. Gallman, on leave from Ohio State University, is visiting assistant professor 
in the department of political economy of the Johns Hopkins University. 

Nicholas Georgescu-Roegen is on leave from Vanderbilt University in the fall quarter to 
be visiting professor of economics at the University of Minnesota. 

Roland Gibson, formerly of the University of Illinois, is associate professor in the 
College of Business and Public Administration of the University of North Dakota. 

Milton Gilbert, director of economics and statistics in the Organisation for European 
Economic Co-operation, Paris, has been appointed visiting lecturer in economics at Yale 
University for the second term of this academic year. 

H. Scott Gordon, of Carleton College, Ontario, Canada, has been appointed visiting 
professor of economics at the University of Chicago. 

Paul J. Gordon, formerly at the Memorial Center for Cancer and Allied Diseases in New 
York, has been appointed associate professor of business administration at Emory Uni- 
versity. 

Manuel Gottlieb has been appointed associate professor of economics at the University 
of Kansas. 

Levern Graves has been appointed assistant professor of economics at Florida State 
University. 

Seymour Gray has been appointed instructor in accounting in the Illinois Institute of 
Technology. 

Melvin L. Greenhut has been promoted to professor of business administration and 
has been named chairman of the Division of Social Relations and Business at Rollins 
College. 

Earl C. Hald has been given leave from the University of Washington to take a posi- 
tion on the research staff of the Board of Governors of the Federal Reserve System. 
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A. Stuart Hall, of the University of Illinois, has been appointed associate professor of 
economics in the College of Business Administration, University of Nebraska. 

Burton. C. Hallowell has been promoted to professor of economics and social science 
at Wesleyan University and is chairman of the department of economics and social science. 

Newell B. Ham, formerly of Xavier University, has been appointed instructor in eco- 
nomics at North Carolina State College. 

Alvin H. Hansen has retired from teaching at Harvard University. 

Cleon Harrell, Jr., has been promoted from assistant professor to associate professor 
of economics at North Carolina State College. 

Robert O. Harvey has been promoted from assistant professor to associate professor 
of economics at the University of Illinois. 

Joseph A. Hasson has resigned from the University of Washington to accept an appoint- 
ment as assistant professor of economics at Tulane University. 

Charles F. Haywood, of the Research Council of the American Bankers Association, has 
been appointed assistant professor of economics at Tulane University. 

James M. Henderson has a joint appointment as assistant professor in the department of 
economics and the Harvard Economic Research Project, Harvard University. 

James Hendry has been promoted to assistant professor of economics at Michigan State 
University. 

C. Addison Hickman has been appointed dean of the School of General Studies at 
North Carolina State College. 

Abraham Hirsch has been given leave from the College of William and Mary to serve 
as professor of economics at Robert College, Istanbul, Turkey. 

Werner Z. Hirsch, on leave from Washington University this year, is chief of economic 
research of the Metropolitan St. Louis Survey sponsored by the Ford Foundation. 

Albert O. Hirschman, financial adviser to the government of Colombia, has been ap- 
pointed visiting research professor of economics at Yale University. 

Charles J. Hitch, of Rano Corporation, has been appointed visiting research professor 
of economics at Yale University for the second term of this year. 

Jacqueline L. Hodgson has been appointed instructor in economics at the University of 
Florida. 

Fred Hoehler has been appointed associate director of the Labor and Industrial Rela- 
tions Center and associate professor of economics at Michigan State University. 

William C. Hood has been promoted to associate professor of economics in the de- 
partment of political economy, University of Toronto. 

John J. Hooker, formerly of Boston College, has joined the faculty of the Graduate 
School of Social Science of the Catholic University of America. 

Edgar M. Hoover has been appointed visiting professor of economics at Harvard Univer- 
sity and is also on the staff of the New York Metropolitan Regional Study, School of 
Public Administration, Harvard University. 

George Horwich has been appointed assistant professor of economics at Purdue Uni- 
versity. 

Chi-Ming Hou, formerly of Hobart College, has been appointed assistant professor of 
economics at Colgate University. 

Marshall Howard has been promoted to associate professor of economics at the Univer- 
sity of Massachusetts. 

John R. T. Hughes has been appointed assistant professor of economics at Purdue Uni- 
versity. 

John M. Hunter has been appointed executive officer of the economics department of 
Michigan State University. 

Moazzamal Huq has been appointed instructor in economics at the University of Vermont. 
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Harry D. Hutchinson has been appointed instructor in economics at the University of 
Michigan. 

Myra Janco has been appointed faculty lecturer in marketing in the School of Business, 
Indiana University, 

Donald R. Johnson has been appointed assistant professor of finance at the University of 
Miami. 

Paul V. Johnson has been appointed assistant professor of economics at Purdue Uni- 
versity. 

Robert W. Johnson, on leave from the University of Buffalo, is serving as economist in 
the Consumer Credit section of the Division of Research and Statistics of the Federal 
Reserve Board. 

G. M. Jones has resigned from the Louisiana State University to accept an appointment 
as assistant professor of accounting at Michigan State University. 

Slade Kendrick, of Cornell University, will be visiting professor of economics at the 
University of Washington in the spring quarter. 

Reuben Kessel is acting assistant professor of economics in the School of Business 
Administration, University of California, Los Angeles. 

Robert Kinsey, of Columbia University, has been appointed instructor in the depart- 
ment of economics of the University of Massachusetts. 

Paul E. Koefod has been appointed associate professor of economics at the University 
of Florida, 

Carl Kreider, who has been dean of the College of Liberal Arts of International Christian 
University in Tokyo, Japan, has returned to his post as dean of Goshen College. 

Mordechai E, Kreinin has been appointed lecturer in economics at the University of 
Michigan, 

Ben T. Lanham, Jr., has been appointed head of the department of agricultural economics 
at Alabama Polytechnic Institute succeeding Ben F, Alvord, who will now devote full time 
to research. 

Laurence C. Larkin, Jr., has resigned from North Carolina State College to accept a po- 
sition with the U.S. Department of Agriculture. 

Charles P. Larrowe has been appointed assistant professor in the department of eco- 
nomics and Labor and Industrial Relations Center of Michigan State University. 

L. E. Leamer has been granted leave from Harpur College to participate in the Uni- 
versity of Colorado’s project to experiment with ways of economizing teaching personnel 
in the teaching of principles of economics sponsored by the Ford Foundation. 

Maurice W. Lee, formerly of the State College of Washington, has been appointed dean 
of the School of Business Administration of the University of North Carolina. 

James Leonard has been promoted from assistant professor to associate professor of 
economics at the University of Illinois. 

Marvin Levine is an instructor in the department of economics of Brooklyn College. 

Solomon B. Levine has been promoted to associate professor of labor and industrial 
relations at the University of Illinois, Institute of Labor and Industrial Relations. 

Evan L. Lewis, associate professor of economics at Marquette University, has retired from 
teaching. 

Richard W. Lindholm has returned to the Michigan State University Group, Saigon, 
as finance specialist at the same time continuing as adviser on economic development policy 
to U.S. Operations Mission, Saigon. 

Orlando H. Lobo is instructor in economics at Georgetown University. 

Sheila G. Lonergan has been appointed instructor in economics in the department of 
economics and political science, University of Saskatchewan. 

James H. Lorie has been appointed professor of business administration and associate 
dean of the School of Business, University of Chicago. 
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Wallace F. Lovejoy has been promoted from instructor to assistant professor of eco- 
nomics at the University of Vermont. 

John W. Lowe has resigned from the University of Florida to accept an appointment as 
assistant professor at Arizona State College. 

Fritz Machlup is acting chairman of the department of political economy, Johns Hopkins 
University, for the current academic year. 

George Malanos has been granted leave from the University of Miami to accept a 
position at the State College of Business Administration, Atlanta, Georgia. 

Arthur Mandel is visiting lecturer in economics in the department of economics, Univer- 
sity of California, Los Angeles, this semester. 

Everett J. Mann, formerly with the Army Audit Agency, has been appointed associate 
professor of business administration at Emory University. 

Arthur W. Mason, Jr., has been appointed assistant professor of finance at Washington 
University, Saint Louis, for the fall semester. 

Albert G. Matamoros, formerly associated with the American Cyanamid Company, has 
joined the Armstrong Cork Company as associate economist. 

Thomas Mayer has been appointed assistant professor in economics at Michigan State 
University. 

E. Scott Maynes, formerly of the Survey Research Center of the University of Michigan, 
has joined the faculty of the University of Minnesota as assistant professor. 

C. R. McConnell has been promoted from assistant professor to associate professor of 
economics in the College of Business Administration, University of Nebraska. 

Bruce McCosh has been appointed faculty lecturer in accounting in the School of 
Business, Indiana University. 

Carl W. McGuire, recently promoted to professor of economics at the University of 
Colorado, is teaching at American University, Beirut, Lebanon, this year. 

Erskine W. McKinley has been granted leave from Indiana University to accept a special 
assignment with the Rockefeller Foundation. 

William J. McKinstry has been appointed assistant professor of economics at Wesleyan 
University. 

James E. McNulty, Jr., has resigned from the School of Business Administration, Uni- 
versity of California, Los Angeles. 

Gerald M. Meier has been promoted to associate professor of economics and social 
science at Wesleyan University, 

Frank Meissner has been appointed research analyst of the market research department, 
Crown-Zellerbach Corporation, San Francisco, He is also instructor in statistics at Golden 
Gate College. 

F. Eugene Melder, of Clark University, has received a Fulbright award as research 
scholar and lecturer at the University of Sheffield, England. 

John A. Menge, formerly with the Ford Motor Company, has been appointed instructor 
in economics at Dartmouth College. 

Bogdan Mieczkowski has been promoted from instructor to assistant professor of 
economics at the University of Vermont. 

Charles W. Miller has been appointed associate professor of economics at Marquette Uni- 
versity. 

Taulman A. Miller has been appointed chairman of the depart:nent of economics at 
Indiana University. 

C. N. Millican has resigned from the University of Florida to become dean of business 
administration at Hardin-Simmons University. 

John E. Moes, formerly of the University of California, has joined the faculty of the 
University of Minnesota as lecturer in economics. 
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Adolph F. Moravec, Jr., has joined the Computer Systems Division of the Ramo- 
Wooldridge Corporation in Los Angeles. 

James A. Morris is on leave from the University of South Carolina to serve with the 
International Cooperation Administration in Turkey. 

Frederick W. Morrissey has been appointed lecturer in economics at Michigan State 
University. 

Chandler Morse has been promoted to professor of economics at Cornell University. 

Leon N. Moses has a joint appointment as assistant professor in the department of 
economics and with the Harvard Economic Research Project, Harvard University. 

Morton F. Moss has been appointed assistant professor of accounting at Syracuse 
University. 

Max Mueller has been appointed instructor in economics at Michigan State University. 

Grady L. Mullennix has been appointed assistant professor jointly in the economics de- 
partment and Labor and Industrial Relations Center, Michigan State University. 

Francis Murans has been appointed instructor in economics at Michigan State University. 

Louis E. Neff is instructor in economics at Brooklyn College. 

Philip J. Nelson has been appointed assistant professor of economics at the University 
of Chicago. 

Russell T. Nichols, of RaNp Corporation, has been appointed visiting lecturer for the 
fall semester in the department of economics of the University of California, Los Angeles. 

Frank Norton is on special leave from the School of Business Administration, Univer- 
sity of California, Los Angeles, to serve on the staff of the Council of Economic Advisers. 

G. Warren Nutter has been appointed associate professor of economics at the University 
of Virginia. 

Alvan J. Obelsky has been appointed assistant professor of economics at the University 
of Miami. 

Walter G. O’Donnell has been appointed professor of industrial administration in the 
School of Business Administration, University of Massachusetts. 

William N. Parker, formerly of Williams College, has been appointed associate pro- 
fessor of economics at the University of North Carolina. 

Alan T. Peacock, of the London School of Economics, has accepted an appointment as 
professor of commercial and political economy and mercantile law at the University of 
Edinburgh, effective January 1957. 

Newborn E. Piland, formerly of the University of North Carolina, has been appointed 
instructor in economics at North Carolina State College. 

Paul Prasow has been appointed visiting lecturer in the department of economics, Uni- 
versity of California, Los Angeles, for the current academic year. 

Leland J. Pritchard has been named chairman of the newly created department of 
economics at the University of Kansas. 

Doris Pullman has been appointed visiting assistant professor of economics at Hofstra 
College. 

Sidney Ratner is a member of the Institute for Advanced Study for the fall term of 
1956-57. 

Robert A. Rennie has been appointed a senior vice-president of the Nationwide Insurance 
Companies. 

Beatrice G. Reubens has ben appointed lecturer in economics at Barnard College. 

Stewart H. Rewoldt has resigned from Indiana University to accept a position in the 
School of Business Administration of the University of Michigan. 

Harold E. Rife has been appointed instyuctor in economics in the department of eco- 
nomics of the University of Kansas. 

Merrill J. Roberts, on leave from the University of Florida is visiting professor of eco- 
nomics at Michigan State University. 
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Alan J. Robertson has been appointed instructor in economics and assistant to the 
dean at the University of Florida. 

Stefan H. Robock was granted the honorary degree of Professor of Honoris Causa by 
the University of Recife (Brazil) in May 1956. 

Alek A. Rozental, of the University of Minnesota, has been appointed assistant professor 
of economics at Saint Louis University. 

Gunther H. Ruff is assistant professor of economics at Georgetown University. 

Henry Sanborn has been appointed instructor in economics in the department of busi- 
ness and economics of Illinois Institute of Technology. 

Rubin Saposnik has been appointed instructor in economics at Purdue University. 

Howard G. Schaller has been appointed chairman of the department of economics of 
Tulane University. 

Sayre Schatz, formerly of Lincoln College, has been appointed assistant professor of 
economics at Hofstra College. 

Sidney Schoeffler is on leave of absence from the University of Massachusetts to de- 
velop a research program for the General Electric Company. 

R. Monroe Schwartz has been appointed instructor in business administration at Emory 
University. 

Andre Siemieniewski has been appointed instructor in economics at the University of 
Florida. 

Barbara A. Simpson has been appointed acting instructor in economics at the College 
of William and Mary. 

B. F. Sliger has been promoted to associate professor of economics at Louisiana State 
University. 

Charles D. Smith has been appointed assistant professor of economics at the University 
of Florida. 

A. Hepburn Smith, formerly permanent secretary of the Ministry of France and Com- 
missioner of Internal Revenue, Gold Coast, British West Africa, is now assistant pro- 
fessor of economics at Marquette University. 

Warren L. Smith has resigned from the University of Virginia to become associate pro- 
fessor of economics at Ohio State University. 

Robert M. Snyder, formerly with the DuPont Company, is visiting professor of eco- 
nomics at the University of Miami. 

Shirley D. Southworth has been named chairman of the department of economics at the 
College of William and Mary. 

Richard L. A. Sterba has been appointed assistant professor of economics at the Uni- 
versity of Florida. 

Arthur B. Stillman has retired after thirty-four years of teaching in the field of ac- 
counting at the University of Oregon. 

Paul W. Strassmann has been appointed instructor in economics at Michigan State 
University. 

Ronald L. Stucky has been appointed associate professor of industrial management 
and transportation at Purdue University. 

S. Stykolt has been appointed lecturer in economics in the department of political 
economy of the University of Toronto. 

John D. K. Sundarsingh, of Columbia University and of Scott Christian College, 
Nagercoil, South India, has joined the faculty of the department of economics of the 
University of Massachusetts. 

Edward Sussna has been appointed assistant professor of economics at Lehigh University. 

Ben B. Sutton has been promoted to professor of economics and finance at the Uni- 
versity of Minnesota. 
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Boris C. Swerling is on leave from the Food Research Institute, Stanford University, 
to serve with the Council of Economic Advisers. 
. Donald G. ,Tailby has been appointed instructor in economics at Lehigh University. 


p 4 Omprakash Talwar, formerly with the Indian Ministry of Commerce and Industry, is 
‘y ] now with the United Nations Bureau of Economic Affairs. 
a Frank M. Tamagna has transferred from the Financial Operations and Policy Section, 


International Finance Division, to the position of consultant on savings statistics, Division 
of Research and Statistics, Board of Governors of the Federal Reserve System. 

Albion G. Taylor has resigned from the chairmanship of the department of economics 
of the College of William and Mary but is continuing as Chancellor professor of political 
economy, 

Milton C. Taylor has been appointed associate professor jointly in the economics de- 
a partment and Highway Traffic Safety Center at Michigan State University. 
eae | Paul N. Taylor is serving as acting head of the department of economics, University of 
1 Connecticut, in the current academic year. 

4 Philip E. Taylor, of the University of Connecticut, is on leave for a year to serve as an 
ith adviser on tax matters to the Council of Economic Advisers. 

Me | Pedro Teichert has been promoted to assistant professor of economics at Michigan 

State University. 

Edsel E. Thrash has been appointed instructor in economics at Louisiana State Uni- 
versity. 

Charles J. Tobin has resigned from Marquette University to become director of re- __ 
search, Oscar Mayer & Co. 

Leonard Tow is instructor in economics at Brooklyn College. 

James B. Trant has retired after serving twenty-eight years as dean of the College of 
Commerce of Louisiana State University. 

Leland E. Traywick, formerly executive officer of the economics department, is now ad- 
ministrative assistant to the dean of the College of Business and Public Service at Michigan 
State University. 

S. G. Triantis has been promoted to assistant professor of economics at the University 
of Toronto. 

H. Haines Turner has a temporary appointment as associate professor of economics at 
the University of Connecticut. 

Maurice A. Unger has been appointed associate professor of business finance in the School 
of Business Administration of the University of Massachusetts. 

Abbott P. Usher, professor emeritus of Harvard University, is visiting professor of eco- 
nomic history at the University of Wisconsin in the current academic year. 

Stefan Valavanis has been appointed assistant professor of economics at Harvard Uni- 
versity. 

Harold Vatter, on leave from Oregon State College, is visiting associate professor in the 
department of economics of the University of Massachusetts. 

Charls E. Walker, formerly associated with the Republic National Bank of Dallas, is 
now economic adviser in the Office of the President, Federal Reserve Bank of Dallas. 

Robert F. Wallace, of the State College of Washington, has been granted a two-year 
leave of absence to serve as member of the State College of Washington-F.O.A. Program 
at the University of Punjab in Pakistan. 

W. Allen Wallis has been appointed dean of the School of Business at the University 
of Chicago. He is currently on leave to be at the Center for Advanced Study in the Be- 
havioral Sciences, Stanford, California. 

James Walter, of the University of California, is visiting assistant professor at Carnegie 
Institute of Technology this year. 
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Clinton Warne has been appointed assistant professor of economics at the University of 
Kansas. 


Lowell A. Watkins has resigned from the University of Oregon to accept an appointment 
at Arizona State College. 

Donald A. Watson has been appointed assistant professor of finance at the University of 
Oregon. 

John G. Watts has been appointed instructor in economics at Michigan State University. 

Robert FE. Weintraub has been appointed assistant professor of economics at the City 
College. 

Jack R. Wentworth has been appointed assistant director of the Bureau of Business 
Research and faculty lecturer in business administration in the School of Business of 
Indiana University. 

Thomas E, Wenzlau has been promoted to assistant professor of economics at Wesleyan 
University. 

Lawrence L. Werboff has been appointed lecturer in economics in the department of 
economics, University of California, Berkeley, for the current year. 

Robert Wessel has been granted a leave from the University of Cincinnati to accept 
a visiting professorship in finance at Northeastern University. 

W. H. Wesson, of the University of Chattanooga, has been appointed to the economics 
faculty of Louisiana State University. 

Frank G. Wheny, formerly of Gonzaga University, is now director of the Bureau of 
Economic Research in the College of Business Administration of Marquette University. 

Melvin I. White is Fulbright lecturer at the Norway School of Economics and Busi- 
ness Administration, Bergen, Norway. 

John D. Wilcox has been appointed assistant professor of economics at the University 
of Mi 

Robert J. Wolfson has been appointed assistant professor-in the department of eco- 
nomics of Michigan State University. 

H. D. Woods, on leave from McGill University, is on a technical assistance mission of 
the International Labour Organization in the Philippines. 

David McC. Wright, of McGill University, lectured at French and German universities 
last spring on behalf of the U.S. State Department. 

Kenneth M. Wright has resigned from the Federal Reserve Bank of New York to be- 
come associate economist in the Life Insurance Association of America. 

Yuan Li Wu is now associate professor of economics at Marquette University. 

William P. Yohe has been appointed instructor in economics at the University of Michi- 
gan. 

Edward A. Zane has been appointed instructor in marketing in the School of Business 
Administration of the University of Massachusetts. 

Reuben A. Zubrow is Fulbright lecturer in economics at the Helsinki School of Eco- 
nomics and the Swedish School of Economics in Helsingfors, Finland. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name aad address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics: Instructor or assistant professor in economics. Co-educational Catholic 
college desires M.A. in economics, Salary $4,500 to $5,500 per year. Successful 
applicant will teach only economics courses. Opportunity to work for Ph.D. locally. 
New campus. Opportunity to become chairman of the department when quali- 
fied. Address inquiries to: Frank L. Luken, Vice-President, Villa Madonna College, 
Covington, Kentucky. 


Editor, college textbooks: New York publisher seeks young man to assume editorial 
responsibility for college textbooks in the social sciences. Should be familiar with 
liberal arts curriculum and should have had some experience in organizing material 
(not necessarily textbooks) for publication. Copy-editing and proofreading not re- 
quired. Salary depends upon qualifications; excellent opportunity for rapid advance- 
ment. P1i85 


Economics, statistics, finance: A leading Ohio college has an opening starting January 
2, 1957, with a variety of economics courses to be taught. Salary between $4,200 and 
$4,800 for nine months, depending on training and experience. Evening and summer 
teaching may add $1,100 to $1,650 per year. Opportunity to work for Ph.D. in the 
vicinity. Located in pleasant suburb of a metropolitan area. P186 


Labor-market analyst: Bilingual, Spanish and English. To prepare: labor-market and 
manpower analyses, especially of employment opportunities; demographic analyses; 
and analyses of various types of social statistics. Including both records analysis 
and the design and carrying out of original research in such fields as population 
movement and characteristics, education, juvenile delinquency, housing, etc. Experi- 
ence in labor-market analysis and in design and conduct of sample surveys desirable. 
In New York City, for nonprofit agency. Starting salary $6,000, with liberal leave 
benefits and optional retirement plan. P187 


Labor: A man under thirty-five with good general training in economics and specializa- 
tion in labor, preferably with Ph.D., who would be interested in labor problems of 
the community. Other courses would depend upon person’s interests. Salary $4,000- 
$5,000, and rank would depend upon education and experience. Send biographic data 
= D. Coppock, Department of Economics, Earlham College, Richmond, 
ndiana. 


Economics: Permanent vacancy: assistant professor in economics. Desire M.A. or 
better; salary ranges from $415 to $481 per month, depending upon degree and 
experience. Needed January 20, 1957. Spring semester assignment: 1 course be- 
ginning economics; 2 sections elementary statistics; 1 Upper Division course in 
money and banking; total load 12 semester units. Address inquiries to: Homer P. 
Balabanis, Dean of Instruction, Humboldt State College, Arcata, California. 


Accounting and finance: In state-supported institution in the Southwest. Teaching 
mainly upper division and graduate courses in accounting and one course a year 
in finance. Minimum requirements: Ph.D., with C.P.A. desirable. Professorial rank, 
salary $7,500 or better; summer teaching extra. Opportunity to increase compensation 
by working on outside University contracts. Duties may begin February, 1957. P188 
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Economists Available for Positions 


Economics: Man, middle-aged, married; M.A., New York University; J.D., Europe. 
Veteran; knowledge of languages. Looks for adequate opportunity. E585 


Economics, statistics, accounting, marketing, corporation finance, investments, eco- 
nomic history, money and banking: Man, married; requirements for Ph.D. completed 
and dissertation in progress. Ten years of teaching experience at the university level. 
Interested in teaching position. Partial to Southwest or East. E591 


Corporation economics, marketing and public relations: Man, 45, married; B.S., M.S., 
Ph.D., fellowships, scholarship and summa cum laude, honor societies. Now econo- 
mist for national company; experience also includes full professorship, research 
director, marketing and advertising head, naval officer. Desires teaching and research 
position in university. E594 


Economic, business, and insurance history: Man, 37; Ph.D., New York University. 
Fifteen years of governmental experience, including those of an advisory and ad- 
ministrative nature; 1 year of teaching experience; has considerable counseling 
experience. Desires research, writing, or teaching position. Interested especially in 
college or university teaching position. Of special usefulness to life insurance 
companies as research assistant or historian. E616 


Economics: Man, 65; M.A. (history), Columbia, and most requirements for Ph.D.; 
several summer schools at other large universities; much personal independent 
study of general economics. Eight years of teaching economics on college senior 
level. Excellent background and practical experience in railro:1 transportation. His- 
torical publication out in January; liberal, progressive, stress critical and objective 
approach, factors of social change. Desires position in northern part of U.S., perma- 
nent part- or full-time. E619 


International economic relations, comparative economic systems, marketing, urban 
economics, history of economic thought, public finance, money and banking, economic 
history of Europe: Man, married; Ph.D., research fellowships. Seven years of uni- 
versity and college teaching; 4 years of research in federal government; experience 
as consultant; multilinguist; extensive foreign travel. Desires teaching or research 
position. E628 


Management: Man, 44, married; Ph.D., M.B.A. (1956). Nineteen years in industry 
as chief executive of medium-sized manufacturing concern; some teaching experi- 
ence. Desires position to teach in the general area of management; can also teach 
other basic concept courses if necessary. E629 


Business cycles, money and banking, statistics, mathematical economics: Man, 36; 
Ph.D. in economics. Trained at good European and American universities; author of 
a book. Desires teaching position. E631 


Economic principles, comparative economic systems, personnel management, statistics, 
public finance, marketing, current economic problems, money and banking, corpora- 
tion finance: Man; M.A., LL.B., 86 hours on Ph.D. but thesis incomplete, Head of 
department (9 years) of Midwestern university. Wishes to move to where the 
climate will help his sinus condition. E635 


Labor relations, labor economics, history of economic thought, economic principles, 
international trade: Man, 35, Ph.D. Eight years of teaching experience at two large 
universities; government positions. One book, numerous articles; another book in 
process. Desires teaching position. E639 


Economic principles, modern economic problems, finance and banking, money and 
banking, personal finance, retirement problems, public utility economics and rates: 
Man, 60, married; M.B.A., Northwestern University. Combined university and busi- 
ness experience: 29 years in teaching economics and finance in large Midwest uni- 
versity, evening division; 33 years im economic research, business forecasting, and 
employee training for large Midwest metropolitan electric utility company. Prefers 
full-time teaching with opportunity for writing. Partial to mild climate. Available 
in June, 1957. John F. Reinboth, 417 Jackson Avenue, Glencoe, Illinois. 


Economic thought, price and income theory, money and banking, corporation finance, 
investments, managerial economics, international economics, economic systems: Man, 
34, married; M.S., A.M., Ph.D., University of Illinois. Five years in business; last 4 
years in teaching. Available for teaching position in September, 1957. 644 


Marketing, economics, foreign trade: Man, 44; M.S., Columbia University, Ph.D., 
New York University. Business experience, taught 4 years in liberal arts college 
and university school of business. Desires to teach in college, teachers college, or 
junior college. Available for February term. E645 


Management and industrial relations: Man, 34; Ph.D. Currently employed as head 
of management development by large multiplant manufacturing organization. Seven 
years of teaching, including 2 years as chairman of a large department; industrial 
experience as a consultant in organization, industrial relations, and methods engineer- 
ing; industrial experience as a machinist, machine shop foreman, conference leader, 
and director of management development; book in progress. Minimum salary con- 
sidered $8,000 for 9 months, Available on thirty days notice. E646 


Monetary theory, general theory, international trade, history of economic doctrines: 
Man, 46, married; M.Sc.(Econ.), Ph.D., London. Wide teaching experience; gov- 
ernment service. One volume published; another ready for publication, E647 


Economic theory, history of thought, money and banking, public finance, statistics: 
Man, 27, married; M.B.A., completing Ph.D. course requirements at Harvard. Two 
years with bank and trust company; 2 years in statistical research; 2 years of teaching 
experience. Desires teaching position beginning fall, 1957. Will be available for 
interview at Cleveland meeting. E648 


Advanced theory, marketing, money and banking, international economics, labor: 
Man, 40, Ph.D., Columbia. Now full professor at small New England college and 
economic consultant to a Latin-American country; seeks opportunity in a metro- 
politan or large state university where graduate courses, research, and publications 
play an important role. Twelve years of teaching experience; 9 years as govern- 
ment economist and adviser in Washington and overseas. Three recent textbooks and 
4 monographic studies; recently appointed editorial consultant by leading publisher. 
Will be available for interview at Cleveland meeting. E649 


Economic theory, business cycles, comparative systems, history of economic thought, 
public finance, labor: Man, 27; Ph.D. Publications; 3 years of teaching experience; 
currently teaching undergraduate theory and doing business research in large Southern 
university. Desires permanent, stimulating position in large non-South university 
offering graduate work in economics. Available in September, 1957. E650 


Economic principles, economic systems, money and banking, corporation finance, 
public finance, insurance, business research: Man, 38; B.S., Ohio State University; 
M.A., University of Cincinnati; Ph.D. dissertation in progress, University of Cin- 
cinnati. Four years of teaching; 2 years as department chairman, economics and busi- 
ness, Midwestern college. Ten years of experience in banking and insurance. Active 
in business and civic affairs. Shrewd financial ability and judgment. Desires a per- 
manent, challenging, attractive position in business with unlimited opportunity for 
development and progress. Must locate in Southwest or West Coast. E651 


Applied economic research and analysis, area resources and economic development, 
business and industrial location, international economic relations, related industrial 
development activities: Man, 39, married; M.A. Extensive, responsible experience 
includes: planning and effectuation of research projects; report writing; applied 
knowledge of public administration and legislative processes; evaluations for execu- 
tive decision; program planning and co-ordination; conferring and negotiating effec- 
tively with leaders and experts in business and public life. E652 


Economic principles, economic thought, economic history, labor economics, money 
and banking, public finance, business cycles: Man, middle-aged; Ph.D., social science. 
Broad experience in teaching, government, and business. Southeastern or Southern 
location preferred but others considered. E653 


Money and banking, finance, investments, economic principles: Man, 42, married; 
Ph.D., 1942. Fifteen years of teaching experience; 8 years in present position teach- 
ing graduate and undergraduate courses in money and banking and economics. 
Experience also includes government employment in a research and administrative 
capacity, consultant in the field of banking, writing and public speaking. Seeks full 
professorship or position in private finance. E654 


Principles of economics, economic theory, political theory, sociology; Man, over 50; 
Ph.D. Available as a teacher and/or administrator. E655 
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Economic theory, international economics, economic thought, labor, money and 
banking, business cycles, economic systems, economic geography: Man, 44, married; 
Ph.D. Twelve years of teaching experience; 4 years of government; 214 years 
United Nations experience in Europe; 4 years university administration; 2 years 
private international agency. Currently teaching in small liberal arts college near 
Washington, D.C. Desires Northern or Western U.S. for permanent location. Avail- 
able in September, 1957. E656 


Labor economics, comparative economics, economic principles: Man, 39, married; 
Ph.D., University of Pennsylvania. Currently professor of economics in a good lib- 
eral arts college. Experience in government labor relations and labor arbitration; has 
published a book and two journal articles. Desires summer, 1957, appointment in 
Rocky Mountain states or Southwest. E657 


Statistics, social control of business, principles: Man, 34, married; Ph.D. in eco- 
nomics, additional training in mathematics and statistics. Five years of teaching 
experience in large university. Desires teaching position with opportunities for re- 
search, E658 


Public finance, principles, money and banking, statistics: Man, 36; Ph.D., University of 
Wisconsin. Four years of economics teaching experience; research experience in 
government and Federal Reserve bank; articles in learned journals. Desires teaching 
position, preferably in northern part of US. , E659 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following issues 
(sent prepaid and in good condition) of the American Economic 
Review: June, 1941; March, May, June, September, 1946; March, 
1947; March, May, June, 1948; March, June, 1949; March, 1950; 
March, June, 1956. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Review 
Northwestern University, Evanston, Illinois 


THE CANADIAN JOURNAL OF 
ECONOMICS AND POLITICAL SCIENCE 
The Quarterly Journal of the Canadian Political Science Association 


Volume XXII, Number 4 November, 1956 
CONTENTS 


The Changing Influence of the United States on the Canadian Economy .......... 

Likely Trends in Canadian-American Political Relations ......... G. V. FERGUSON 
Non-Resident Ownership of Canadian Industry ........ C. D. BLYTH anv E, B. CARTY 
The International Allocation of Resources .......+..e++0-+eee0% SIDNEY POLLOCK 


The Role of the Canadian Life Insurance Companies in ee. aw War Capital Market .. 
. ©. HOOD anv O. W. MAIN 


Religious Affiliation and Electoral Behaviour .........-ce+eeeeeeeeee JOHN MEISEL 
The Customs Administration in Canadian Historical Development ....GORDON BLAKE 
Staff Relations in the Canadian Federal Public Service .............. S. J. FRANKEL 
Government Conciliation in Labour Disputes ............... WILLIAM G. PHILLIPS 
Interest in News and the Selection of Sources ............-ceececeeeeees KURT LANG 
Notes and Memoranda: 

Are Interpersonal Comparisons of Productivity Valid? ... ....... ARNOLD BREKKE 
Review Article: 

Reviews of Books Current Topics 


$6.00 per year. $1.50 per single issue. 
Subscriptions may be sent te 


UNIVERSITY OF TORONTO PRESS 
Toronto 5, Canada 
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One 
Prize Packages 


There’s a new idea in gifts and it’s 
one of the best in a long, long time. 
It’s the idea of giving telephones for 
Christmas. 

Few things are so sure to be appreci- 
ated by everybody. For when you give 
someone an additional telephone you 
give three of the greatest gifts of all — 
comfort, convenience and security. And 
“it’s fun to phone.” 

So this year, make it something differ- 
ent and “give the gift you’d like to get.” 


Save steps and work for Mother by 
giving her an additional telephone for 
the kitchen or bedroom. 


TELEPHONES AS CHRISTMAS GIFTS 


If you order early, we'll do our best 
to install your gift telephones before 
Christmas. If that isn’t possible, then 
we'll come around after Christmas 
and install them wherever you wish. 


Help Dad avoid puffing up the stairs 
(they may be getting a little steeper, 
you know) by giving him a telephone 
in his workshop. 


Reward the teen-agers who are grow- 
ing up so fast with a telephone for their 
very own. (That could be a break for 


you, too!) 


Easy to do. The cost is moderate. 
There's a choice of eight handsome 
colors. Ivory, beige, green, blue, red, 
yellow, brown and gray. Just call your 
lod Bell telephone company. 


Working together to bring people together 
BELL TELEPHONE SYSTEM 


NEW BOOKS 


PROPERTY INSURANCE, 4th Edition 
' By S. $. Huebner and Kenneth Black, Jr. 


Approximately one-third of the material of this new 
edition is either completely new or completely re- 
written. Because of the tremendous changes in the 
field each year, this text stresses principles and basic 
concepts which to a considerable extent perpetuate 
themselves. The book aims to combine in compact 
form facts and practices which enable the under- 
writer, student, or lay buyer of insurance to under- 
stand the nature and various forms of Property 
Insurance. It includes a thorough discussion of the 
fire insurance contract, considers the multiple line 
trend, expands the section on Inland Marine In- 
surance, and adds a chapter on Aviation Insurance. 
Just published. 


FINANCIAL POLICIES OF BUSINESS ENTERPRISE 


Second Edition. By W. BAYARD TAYLOR and 
FRANK M. GRANER. This very thorough revision 
is designed to introduce the student to business 
financial policy. Its emphasis is on principles rather 
than practices and its approach is analytical rather 
than descriptive. Special attention is given to post- 
war financial developments and in spite of the intro- 
duction of much new material the over-all length of 
the text has been reduced. 684 pages. $6.00 


OUTLINE TO ACCOMPANY “FINANCIAL POLICIES OF 
BUSINESS ENTERPRISE,” 2nd Edition 


By W. BAYARD TAYLOR and FRANK M. 
GRANER. A workbook, with perforated exercise 
sheets, which offers questions and problems for each 
chapter in Taylor and Graner’s “Financial Prob- 
lems of Business Enterprise,” 2nd Edition. To be pub- 
lished in January 


APPLETON-CENTURY-CROFTS 
35 West 32nd St. New York 1, New York 
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inwin textsin | ECONOMICS 


Bloom and Northrup: 
ECONOMICS OF LABOR RELATIONS, Revised Edition 
799 pages 1954 
Bratt: 
BUSINESS CYCLES AND FORECASTING, Fourth Edition 
635 pages 1953 
Due: 


INTERMEDIATE ECONOMIC ANALYSIS, Third Edition 
604 pages 1956 


Grampp and Weiler: 


ECONOMIC POLICY: Readings in Political Economy, Revised Edition 
440 pages 1956 


Hanson and Cohen: 


PERSONAL FINANCE: Principles and Case Problems 
693 pages 1954 


Harriss: 
THE AMERICAN ECONOMY: Principles, Practices, and Policies, Revised Edition 
831 pages 1956 
Kindleberger: 


INTERNATIONAL ECONOMICS 
563 pages 1953 


Lewis: 
THE THEORY OF ECONOMIC GROWTH 
435 pages 1955 
Locklin: 
ECONOMICS OF TRANSPORTATION, Fourth Edition 
930 pages 1954 
Peach: 


PRINCIPLES OF ECONOMICS 
720 pages 1955 


Peach and Krause: 
BASIC DATA OF THE AMERICAN ECONOMY, Fourth Edition 
147 pages 1955 
Robinson: 


THE ACCUMULATION OF CAPITAL 
458 pages 1956 


Scitovsky: 
WELFARE AND COMPETITION: The Economics of a Fully Employed Economy 
473 pages 1951 
Shaw: 
MONEY, INCOME, AND MONETARY POLICY 
628 pages 1950 
Spiegel: 
CURRENT ECONOMIC PROBLEMS, Revised Edition 
692 pages 1955 
Spurr, Kellogg, and Smith: 
BUSINESS AND ECONOMIC STATISTICS 
590 pages 1954 
Stelzer: 
SELECTED ANTITRUST CASES 
220 pages 1955 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


RICHARD D. IRWIN, INC. HOMEWOOD, ILLINOIS 


Please mention Tue American Economic Review When Writing to Advertisers 


Provides a clear, indecision-free approach to 


PRINCIPLES AND PROBLEMS 
OF MODERN ECONOMICS 


By WILLIAM A. KOIVISTO, San Jose State College. 


The major aim of this book is to help readers to think logically and 
systematically about economics. On the one hand it deals with traditional 
principles and problems; on the other, it introduces the reader to the 
elements of modern economic theory. 


The author has organized his work around three major economic 
problems: instability, inefficiency, and inequality. Each of these problems 
is given equal emphasis; each is approached initially from the point of 
view of its historical background, With Adam Smith, for example, com- 
parative advantage and the division of labor are presented. Ricardo, 
Hobson and Mill introduce the problem of distribution. The concepts 
of boom and bust are treated via the works of Malthus, Marx, Hobson 
and Keynes. 


Unlike a good many texts on the introductory level, this book explores 
economic ideas and economic terminology gradually. A clear, common- 
sense description of the situation under consideration is given first. The 
phenomenon is then described in the language economists use. Finally, 
the idea is spelled out—and firmly fixed—by the use of a numerical 
example and/or diagram. 


Principles and Problems of Modern Economics is not unlike a care- 
fully plotted novel. It has a story line. Each idea, each problem discus- 
sion, builds on what has been learned previously. This produces a better 
retention of ideas and gives the work a desirable sense of continuity. 
The approach is concise and interesting. It allows the reader to move 
forward confidently to an intelligent understanding of the basic aspects 
of the subject. 


1957. Approx. 858 pages. Prob. $6.00. 


Send for an examination copy. 


JOHN WILEY & SONS, Inc. 440 4th Ave., New York 16, N.Y. 
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ECONOMIC ANALYSIS 


By EDMUND WHITTAKER, Colorado Agricultural and Mechanical College. 
A comprehensive and realistic treatment of the basic principles of economic 
analysis and their application to our present-day economy. The author views the 
economy as a system of interwoven parts: the economics of society as a whole 
(macro-economics) is integrated with the economics of the individual and the 
firm (micro-economics). The reader is supplied with a knowledge of the working 
of the economy in which he lives and with the tools which he can employ to 
widen his understanding. 1956. 460 pages. $6.50. 


AMERICAN HOUSING AND ITS USE 
The Demand for Shelter Space 


By LOUIS WINNICK, Division of Administration, New York City, Pro- 
vides a unique exploration of the demand for housing space, using rooms rather 
than dwelling units as the basis of measurement. One of the Census Monograph 
Series, sponsored by the Social Science Research Council and the Bureau of the 
Census. 1956. Approx. 154 pages, Prob. $5.00. 


BUSINESS FORECASTING IN PRACTICE 
Principles and Cases 


Edited by ADOLPH G. ABRAMSON, SKF Industries, Inc., and RUSSELL H. 
MACK, Temple University. Six experienced forecasters present a clear picture of 
how forecasts are prepared, showing the step-by-step reasoning and techniques in- 
volved. 1956. 275 pages. $6.50. 


LOCATION AND SPACE ECONOMY* 


By WALTER ISARD, The University of Pennsylvania. Offers a general 
theory relating to industrial location, market areas, land use, trade, and urban 
structure. 1956. 350 pages. $8.75. 


SCIENCE AND ECONOMIC DEVELOPMENT: 


New Patterns of Living* 


By RICHARD L. MEIER, University of Chicago. Traces out new paths for 
economic development which ate suggested and shaped by recent advances in 
science and technology. 1956. 266 pages. $6.00. 


* Technology Press books, M.LT. 


Send today for examination copies. 


JOHN WILEY & SONS, Inc. 
440 Fourth Avenue New York 16, N.Y. | 
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these outstanding revisions 


widely and enthusiastically adopted 


textbooks 


Joseph Shister’s 


ECONOMICS OF THE LABOR MARKET 
2nd Edition 
“Shister has done an excellent job of revision. A very readable text on par with 


any in the field. 
Harry Seligson, University of Denver 


“An excellent textbook on the labor market." 
$6.00 list tritce ---~— Samuel Levin, Wayne University 


READINGS IN LABOR ECONOMICS AND INDUSTRIAL RELATIONS: 
2nd Edition 
“The Readings represented to me the best collection of ‘labor’ material assembled in 
one volume. I am most enthusiastic about the Readings.”’ 
$6.50 list price George Wilson, Middlebury 
Available as individual or companion volumes 
Write for your examination copy 
J. B. LIPPINCOTT COMPANY 


333 West Lake St., Chicago, Illinois E. Washington Sq., Philadelphia 


The 1956 Yearbook of Education 


EDUCATION AND ECONOMICS 


Edited by Robert King Hall 
and J]. A. Lauwerys 


offers an unusually comprehensive discussion of 
the relations which exist between the educational 
and economic aspects of the total cultural pattern. 
More than fifty scholars throughout the world 
have contributed articles concerning the demand 
for education, the acquisition and distribution of 
resources, problems of management, and the 
socio-economic consequences and determinants 
of education. 


xii + 596 pages $8.50 


World Book Company y kers-on-Hudson, New York 
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THE AMERICAN ECONOMIC SYSTEM 


AN ANALYTICAL APPROACH TO PUBLIC POLICY 


by E. T. Weiter, Purdue University and H. MakrtTIN, 
Pennsylvania State University 


A logical explanation of the American economy, emphasizing the 
structure and flow of a fully developed market system, this text 
builds a solid foundation in basic principles, explaining the nature 
of an economy and the interrelations of its various parts. Although 
based on The Economic System by E. T. Weiler, it is essentially a 
new book. A workbook will accompany the text. Ready Spring 1957 


PUBLIC UTILITIES IN AMERICAN CAPITALISM 


by MarTIN G. GLAESER, University of Wisconsin 


Dealing with the economic and legal principles underlying the 
organization of public utility industries, this important text con- 
stitutes a general introductory survey of the problems associated 
with public utilities including the various branches of the trans- 


port industries. 
Ready Spring 1957 


INTRODUCTION TO MODERN STATISTICS 


WITH APPLICATIONS TO BUSINESS AND ECONOMICS 
by WERNER Z. Hirscu, Washington University 


Presupposing no mathematical knowledge beyond algebra, this 
basic text introduces the student to modern inference methods and 
gives him a sound understanding of the tools and ideas of sta- 
tistics, particularly as they apply to decision-making. Numerous in- 
teresting classroom-tested exercises complement the text. 


Ready Spring 1957 


INTERNATIONAL ECONOMIC PAPERS +6 


Distributors Canada 


Brett-Macmitcan Lro. 


25 HOUINGER ROAD, TORONTO 16 


Now—the sixth in an annual series of volumes of translations— 
significant economic articles from foreign languages into English. 
An important addition to the series, this collection offers works 
from such well-recognized contributors as August Lésch, Herbert 
Zassenhaus, Heinrich Schlebaum Larsen and Joseph A. Schum- 
peter, represented by his famous paper Money and the Social 


Product. 
Published Fall, 1956 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11 
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Two Volumes 
of INTEREST to ECONOMISTS 


BIG BUSINESS and the POLICY OF COMPETITION 


by Corwin D. Edwards, Professor, Business and Government, 
University of Chicago, formerly Chief Economist, Federal 
Trade Commission, and Chairman of the Policy Board in the 
Antitrust Division of the Department of Justice. 


The first published analysis of public policies appropriate to 
big business. 


180 pages CLOTH BOUND $3.50 


SHAREHOLDER DEMOCRACY 


by Frank Emerson and Franklin C, Latcham, A broad out- 
look for corporations, and the issues involved in communica- 
tion between management and shareholder-owners. 


212 pages CLOTH BOUND $4.00 


Write for descriptive circular or mail check payable to Western Reserve 
University to 


PRESS of WESTERN RESERVE UNIVERSITY 


2035 Adelbert Road, Cleveland 6, Ohio 


E. Nagel 
J. R. Newman 


S. Cherubino 
R. Frisch 


M. Talamona 


G. Re 
B. Calabi 


F. di Fenizio 


Each number contains summaries in English of the original articles.—Annual subscription 
rate for Abroad: £.6.000.—Anyone interested may send for a sample copy. 


Editorial and administrative Offices: Via Farneti, 8—Milano (Italy) 


L’industria 


Review of Political Economy 
Editor: Ferdinando di Fenizio 


Summary of Issue n° 3/1956 
— A Landmark of 20th-Century Thought: Gédel’s Proof. 


— On the Mathematical Foundations of the General Equilibrium Theory. 


— Formulation of a National Development Policy as a Problem in Convex 
Programming (The Case of the Indian Plan). 


—f = Attempt of Empirical Testing of the Kaldor’s Business Cycle 
el. 


—A Finished Products’ Stocks Index for the Oil Refining Industry. 


— The Economic Weapons of a new Competitor. The Organization of the 
Soviet Union. 


— Some Preferences of Members of Parliament in Fact of Burdensome 
Legislation. 
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(melg McGRAW-HILL 


ADVANCED ATLAS OF MODERN GEOGRAPHY 


By Jonn Bartuotomew, Geographical Institute, Edinburgh. New Third Edition. 168 pages, $11.00 
(text edition available) 


Prepared by one of the world’s leading cartographers, this atlas is outstanding for its clarity, pre- 
cision, and complete accuracy. The maps cover the world by regions rather than statically by country 
or state. Particular attention is pai’ to the physiographic features of an area. In addition to this 
regional coverage of the world, it presents world and continental maps giving the salient points on 
climate, oceanography, ethnography, religion, language, cephalic index, skin color, geomorphology, 
geology, soils, agricultural regions, vegetation, economic areas—generally and product by product— 
population density, and routes of commerce, 


MANAGEMENT ACCOUNTING FOR PROFIT CONTROL 


By I. Wayne Ketter, Armstrong Cork Company. McGraw-Hill Accounting Series. 448 pages, 
$7.00 


Using a management rather than a bookkeeping approach to cost accounting, this fine new book 
describes the ways that cost accounting can best be used to maximize profits within a company. It 
emphasizes the relationship of the effects of income, cost, and capital on the profit of an enterprise. 
A hypothetical company is used as background for the entire presentation, 


500 TESTED PUBLIC RELATIONS IDEAS 


Edited and compiled by Atten H. Center, Motorola Inc. In press 


A treasury of more than 500 practical, tested public relations ideas, all suitable for industrial, com- 
mercial, professional, and non-profit purposes. In 5 sections, representing the primary target publics, 
the book presents in detail some 50 successful projects, described by the men who originated and 
carried them out, as well as over 450 other projects described in paragraph form. 


INTRODUCTION TO STATISTICAL ANALYSIS 


By W. J. Drxon and Franx J. Massey, both of the University of California, Los Angeles. New 
Second Edition. $6.00 


A practical, experimental approach to fundamental notions, this book provides a first course in 
statistics requiring only a minimum of mathematics. The subject is presented as a general concept 
of statistics with examples from such fields as agriculture, business, chemistry, medical research, 
psychology, and others. Emphasis is on the understanding and use of techniques rather than on 
mathematical development. 


STANDARD HANDBOOK OF BUSINESS TAX TECHNIQUES 


By J. K. Lasser, Tax Institute. In press 


Provides the reader with an understanding of the implications of the income tax to help him make 
more profitable decisions. Assumes that he has no knowledge of taxes, so that all terms are explained. 
The book is up to date, and contains the new tax law, Treasury regulations, and current interpretations. 


Send for copies on approval 


330 WEST 42no STREET, NEW YORK 36, N.Y. 
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Blends Business Cycles with Forecasting Techniques 


BUSINESS 
FLUCTUATIONS and 
FORECASTING 


By Dr. Carl A. Dauten 


BUSINESS FLUCTUATIONS AND FORECASTING is a new type of book 
devoted to theory and practice. It gives the prospective businessman the in- 
formation that he needs about business fluctuations and the practical methods 
of forecasting them. 


The early chapters dealing with fluctuations build the background for the 
process of forecasting. This book has the most complete section of forecasting 
of any textbook in the field. 


The forecasting techniques are based upon a sound knowledge of business 
cycles, the causal factors that are at work, and an analysis of present situations. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Busi and Economic Education) 
Cincinnati 27 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas 2 


ACQUIRE THE BASIC CONCEPTS 


Calculus for Business and Related Fields 
by 
C. Frank Smith and George R. Davies 


University of Iowa 


Excellent introductory texts on “calculus made easy” have been written 
for the physical sciences. Similarly Calculus for Business is designed for 
the social sciences. It is adapted to self-study, with exercises and answers, 


or to class instruction. Valuable for courses in Econometrics. Price $2.95. 


¢ ORDER YOUR COPY TODAY e 


WM. C. BROWN COMPANY 
Publishers 
DUBUQUE, IOWA 
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of TIAA Term insurance for 
less than $100 a year? 


That’s precisely the question an 
Assistant Professor from Purdue 
asked us the other day when he 
heard about TIAA’s new dividend 
scale. 

And it’s true! At his age 34 the 
annual premium for $20,000 of 10- 
Year Term insurance is $178.40 and 
the first-year dividend on the new scale is $89.40, making a net 
annual payment of $89.00. Dividend amounts, of course, are not 
guaranteed. 

“At that cost,” he said, “I can’t afford not to have enough 
insurance.” 

This is just_one example of the many low-cost TIAA plans avail- 
able to you if you’re a college staff member, part- or full-time. To 
get complete details, send us the coupon below. 


TIAA employs no agents—no one will call on you. 


} ‘Teachers Insurance and Annuity Association | 
) 522 Fifth Avenue, New York 36, New York | 
] Please send me a Life Insurance Guide and the booklet, Plan Your | 
| Life Insurance. | 
] Name Date of Birth | 
Address. 
| Ages of Dependents | 
|p Employing Institution | 


| 
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YALE 


THE EVOLUTION OF WAGE STRUCTURE 


BY LLoyp G. REYNOLDs AND CyNTHIA H, TAFT 


The first general analysis of wages and wage practices in this country and in Europe 
during the past 20 years. The authors consider the factors determining wages and apply 
them to detailed case studies of four American industries: railroads, iron and steel, 
cotton textiles, and paper and pulp. Domestic practices are compared with wage deter- 
mination in Sweden, Great Britain, France, and Canada. $5.00 


STUDIES IN THE ECONOMICS OF TRANSPORTATION 


BY MARTIN BECKMANN, C. B. McGuire, AND CHRISTOPHER B. WINSTEN 


An exploratory study of highway and railroad systems, examining their theoretical 
aspects and developing concepts and methods for assessing the capabilities and efficiency 
‘of existing projected traffic systems. Introduction by Tjalling C. Koopmans. $4.00 


at your bookseller 


YALE UNIVERSITY PRESS New Haven 7, Connecticut 


An outstanding contribution to the economic history of the 
agricultural South and to the theory of economic development 


THE NEW REVOLUTION IN THE COTTON ECONOMY 
Mechanization and Its Consequences 


by JAMEs H. STREET 


This case study in the growth of an undeveloped region—using the ap- 
proaches of the economist, sociologist, and anthropologist—analyzes the 
dominant factors in the long retardation of agricultural development in 
the South as well as the factors accounting for the recent acceleration of 
economic and social change. The author suggests that the factors which 
have operated in the American Cotton Belt may have general significance 
for other undeveloped areas where the problems are more acute. 

Illustrated $5.00 


THE UNIVERSITY OF NORTH CAROLINA PRESS, CHAPEL HILL 
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Enthusiastically aha 


Introduction to American Business 


Ferdinand F. Mauser and David J. Schwartz, Jr. 
Wayne University 


An introduction to the various business functions within a 
framework of American business as a dynamic process 


“T plan to adopt MAUSER AND SCHWARTZ for my class 
in the fall. Finally here is a text well-balanced between occu- 
pational selection and basic ideas and principles.” 

Jack E.-Prince, Marietta College 


Personnel Management 


, A Human Relations Approach 
William H. Knowles, Michigan State University 


A fresh approach to the subject, with emphasis on the theory 
and philosophy of personnel management 


“Simply written and kept at an elementary level, but com- 
prehensive and suggestive, it is excellently adapted for use 
in beginning personnel management courses.” 

Edwin E. Witte, University of Wisconsin 


n couece 55 Fifth Avenue, New York 3, New York 


eam pivision American Book Company 
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Noteworthy among the forthcoming and 


RINEHART 


is happy to announce the 
appointment as Editorial 
Consultant in Economics 


of 


JOHN PERRY 
MILLER 


Professor of Economics 
and Director of Gradu- 
ate Studies in Econom- 
ics, Yale University 


Professor Miller will help 
us develop manuscripts re- 
flecting the best thought 
and research in the vari- 
ous areas of economic 
theory and practice, con- 
stantly adding to a list of 
texts which has already 
gained national prestige 
among college and uni- 
versity teachers. 


recent additions to our list 


INTERNATIONAL 
ECONOMIC POLICY 


by JACK N. BEHRMAN, Washington & Lee University 
WILSON E. SCHMIDT, The George Washington Univ. 


Up-to-date and interestingly written, this new text skill- 
fully combines theory and history in a presentation that 
emphasizes the importance of economic analyses to 
policy-making and the far-reaching effects of policy on 
actual international economic situations. Trade and 
monetary theory is illustrated with historical examples. 
Consequences of one type of action are compared with 
those of another. In the last two parts of the book on the 
vast changes in international economic theory, policy 
and practice in the 20th century, recent techniques of 
international cooperation, particularly those of the 
United States since World War I', are examined in de- 
tail. Approx. 575 pp., $6.50 (prob.) 


LABOR: Institutions & Economics 


by ALFRED KUHN, University of Cincinnati 


A new organization of material brings into sharp, clear 
focus the major problems and purposes of organized 
labor and the significance of recent developments. 

616 pp., $6.50 


MONEY & BANKING 3rd Ed 
by RAYMOND P. KENT, Notre Dame University 


New material both on monetary theory and on banking 
operations brings up to date a text long noted for its 
clarity and well balanced treatment. (Teacher's Manual 
available on request.) 828 pp., $6.50 


by RALPH BLODGETT, University of Florida 
Forcefully written and comprehensive, this text for the 
basic “principles and problems” course uses the new 
long-term growth and development point of view as its 
unifying theme. 973 pp., $6.50 


See and hear about these and other of our economics texts at our 
exhibit at your Cleveland meetings, or write for examination copies. 


Rinehart & Company © 232 modison Ave., New York 16 
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BUSINESS CYCLES 
Earl C. Hald 
518 pages * $6.25 


MANAGEMENT 


PRINCIPLES @ PRACTICES e PROBLEMS 
Henry G. Hodges 
703 pages * $6.50 


THE INTERNATIONAL ECONOMY 


Walter Krause 
434 pages © $5.75 


METHODS OF STATISTICAL ANALYSIS 
IN ECONOMICS AND BUSINESS 
E. E. Lewis 
686 pages © $5.75 


OUR AMERICAN ECONOMY 


AN INTRODUCTORY COURSE 
Jim E. Reese 
439 pages © $5.50 


MANAGING SECURITIES 


THE BASIC PRINCIPLE OF INVESTMENT 
Sidney M. Robbins 
598 pages * $6.00 


RECENT CASES IN BUSINESS LAW 
Claude W. Stimson 


Joseph Lazar 
370 pages * $3.50 


HOUGHTON MIFFLIN COMPANY 
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Important new Norton books 


NATIONAL-INCOME ANALYSIS 
AND FORECASTING 
By Robert M. Biggs 


University of Detroit 


In this new text, addressed to the undergraduate student and directed pri- 
marily to the course in national-income analysis, the author presents the basic 
structure of ideas dealing with the general problem of prosperity and depres- 
sion. He discusses the concept of income and the various measures of income 
against the background of the nature and structure of our economy. The pat- 
tern and determinants of income fluctuations are thoroughly explored as are 
the techniques and problems involved in forecasting national economic ac- 
tivity. The author concludes with a forthright analysis of government policies 
aimed at attaining high levels of income, controlling inflation, and stabilizing 
the nation’s economy. 


610 pages 24 charts 14 tables Price, $5.95 


INTERMEDIATE PRICE AND 
INCOME THEORY 


By M. M. Bober 
Lawrence College 
Already in wide use as a text for courses in intermediate economic theory, 
Price analysis, and related fields, this new book is notable for its logical or- 
ganization, clear exposition, and abundance of useful graphic materials, There 
are separate chapters on utility, indifference curves, diminishing returns, costs, 
competition, monopoly, monopolistic competition, oligopoly, wages, interest, 
rent, profits, income concepts, income determination, and welfare problems. 


512 pages 65 diagrams 22 tables Price, $5.00 


ECONOMIC GROWTH 
AND INSTABILITY 
By D. Hamberg 
University of Maryland 
Presenting both a convenient summary of recent growth literature and his own 
commentary and analysis of that material, the author here examines the prob- 
lem of capital accumulation, employment, and the business cycle. His theme 


is that the business cycle and secular trends of a capitalist economy are to be 
best understood as the outgrowth of the irregularity of economic progress. 


340 pages Illustrated Price, $4.00 


College Department 


W. W. NORTON & COMPANY, INC. 
55 FIFTH AVENUE NEW YORK 3, N.Y. 
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Announcing 


Economic Institutions and Human Welfare 
by John Maurice Clark, Columbia University 


This vigorous and incisive book probes the effects on human wel- 
fare of technical problems of economics. It discusses the relations of 
business to labor and of producers to consumers, the growing impact 
of government on economic life, the relevance of American experience 
for the underdeveloped countries. Arguing that human freedom must 
rest on shared ethical values, the author arrives at a concept of work- 
able freedom that is as hard-headed and sinewy as his earlier concept 
of workable competition. 


55% x 83%. 310 pp. $4.00 text 


Recently Published 


The Dynamics of the American Economy 


by Charles H. Hession, S. M. Miller, and Curwen Stoddart 
Brooklyn College 


“When I found this realistic book, clearly and competently written, . 
I at once ordered thirty copies for an advanced industrial relations 
course on Industrial Conflict and Industrial Cooperation in the de- 
partment of industry (economics) replacing a weightier but duller 
and more esoterically technical tome of readings. I am sure the stu- 
dents will actually read this volume.”—Francis Tyson, University of 
Pittsburgh 
64%, x 9%. 538 pp. $5.75 


ALFRED A. KNOPF Publisher 
501 Madison Avenue College Department New York 22 
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Harvard Economie Studies—new and classic 


THE THEORY OF MONOPOLISTIC 
COMPETITION New Seventh Edition 


EDWARD H. CHAMBERLIN’s classic work continues to influence the 
fundamental thinking of economists and business men, and for the best 
of reasons: It is a basic treatise in theory which, unlike traditional theo- 
ries of “perfect competition,” deals with the economic world we live in, 
including both price and nonprice competition, oligopoly, various de- 
grees of monopoly, “differentiated” products, advertising, etc. Its in- 
fluence has spread extensively as well as intensively—to new theoretical 
problems, such as economic dynamics and development, and to the 
analysis of an increasingly wide range of the so-called “applied” fields. 
Coming in January. $5.00 


THE UNITED STATES v. UNITED SHOE 
MACHINERY CORPORATION 


An Economie Analysis of an Anti-Trust Case 


By CARL KAYSEN. The striking contribution of this study lies in the 
relation it indicates between the economic and legal aspects of monopoly. 
Mr. Kaysen presents in this book material derived from his original 
memorandum on this case for the U. S. District Court of Massachusetts. 
He reproduces his economic analysis of the issues as they were presented 
to the Trial Court for decision; he discusses the earlier history of the 
United Shoe Machinery Company, and the final decree of the District 
Court; he enlarges on the economic standards of an anti-trust law and 
the problem of its enforcement. $6.50 


Through your bookseller, or from 


HARVARD UNIVERSITY PRESS 


79 Garden Street, Cambridge 38, Massachusetts 


SESS 
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Economie Aspects of American History 


DRY FARMING IN THE NORTHERN GREAT 
PLAINS, 1900-1925 


By MARY WILMA M. HARGREAVES. Ali who are interested in the 


farm economy of the semiarid West will be grateful for this detailed and 


well-documented analytical narrative of agricultural settlement in eastern 


Montana and the western Dakotas. Here is the Dry Farming Movement 


—as an effort at development, as a program of agricultural research, and 


as a factor in national, state and private land-use policies and programs. 


Here is the process of settlement itself{—its volume, the areas it devel- 


oped, the farming program it followed, its achievements, its costs, and 


its problems. Here are some of the consequences of a lack of overall 


planning in the public interest. Coming in January. $10.00 


HENRY VARNUM POOR 
Business Editor, Analyst, and Reformer 


By ALFRED D. CHANDLER, Jr. As the creative editor of the American 
Railroad Journal and of the Manual of the Railroads of the United States, 


Henry Varnum Poor consistently analyzed business problems and sug- 


gested changes and reforms raised by the first great expansion of the 


American railroad network. This illuminating biography brings out, 


therefore, the major questions of construction, finance, organization, 


and competition faced by America’s first big business. Frontispiece, map, 
figures. $6.50 


Through your bookseller, er from 


HARVARD UNIVERSITY PRESS 
79 Garden Street, Cambridge 38, Massachusetts 
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‘The Mutual Mortgage Insurance Fund 


A Study of the Adequacy of Its Reserves and Resources 


ERNEST M. FISHER and CHESTER RAPKIN give the history and evalu- 
ate the operations of the Mutual Mortgage Insurance Fund, the oldest and 
largest of the funds operated by the Federal Housing Administration. The 
authors consider the adequacy of the reserves of the FHA and offer recom- 
mendations for their improvement. 4. 


Yearbook of the United Nations, 1955 


The ninth edition of this complete and authoritative account of the United 
Nations organization includes a detailed record of activities toward the 
development of peaceful uses of atomic energy and the economic development 
of underdeveloped areas. A United Nations publication. $10.50 


Introduction to Keynesian Dynamics 


KENNETH K. KURIHARA. This book is a simple and compact, yet rig- 
orous and coherent presentation of dynamic economics within the frame- 
work of Keynesian theory. All students of economic theory as well as pro- 
fessional economists interested in economic fluctuation and growth will 
find in this book a clear and uncluttered view of a field otherwise closely 
hedged by mathematics. $41.50 


National Income Visualized 


A Graphic Portrayal of How Economic Activity Is Measured 


ARTHUR O. DAHLBERG presents a new method for visualizing economics— 
a graphic portrayal of how economic activity is measured. He illustrates his 
technique by applying the theory to National Income Accounting. The 
new technique offers the student and operating men of business means of 
understanding a highly important matter otherwise restricted to specialists. 
To the professional analyst it offers an efficient means of communicating 
his findings with clarity and precision. $3.50 


For use in the classroom or as reference, HOW U.S. OUTPUT IS MEASURED 
is a concise presentation of the new technique explained in National Income 
Visualized. 5 for $5.00 


COLUMBIA UNIVERSITY PRESS 


2960 Broadway, New York 27, N. Y. 
Publishers of THE COLUMBIA ENCYCLOPEDIA 
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UNIVERSITY 
PRESS 


The War Potential of Nations 
By Klaus Knorr 


Drawing on a wealth of historical material as well as on relevant research 
in other fields, the author discusses the meaning and significance of war potential 
and its bearing on foreign policy. He examines separately economic capacity, 
public morale, and the administrative skill of government as the main elements of 
military strength. Published for the Center of International Studies of Princeton 
University. 324 pages. $5.00 


Capital Formation in Residential Real Estate 
Trends and Prospects 
By Leo Grebler, David M. Blank, and Louis Winnick 


The authors measure and otherwise describe the formation and financing of 
capital in nonfarm residential real estate from about 1890 to 1950, providing 
information on later years whenever possible. They discuss the factors determin- 
ing trends and what the future holds. Published for the National Bureau of 
Economic Research, 484 pages. Charts. $10.00 


Problems of Capital Formation 
Concepts, Measurement, and Controlling Factors 
By the Conference on Research in Income and Wealth 

The fifteen papers here, by Bert Hickman, Ruth Mack, Franco Modigliani, 
Robert Eisner, and others, add much to our understanding of private capital 
formation and of its major components—plant and equipment, residential con- 
struction, and changes in inventories. Studies in Income and Wealth, Volume 


Nineteen. Published for the National Bureau of Economic Research. 
Typewritten, offset. 608 pages. Charts. $7.50 


Order from your bookstore, or 
PRINCETON UNIVERSITY PRESS, Princeton, New Jersey 
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Selected RONALD Books 


Ready in January! 


PRINCIPLES OF TRANSPORTATION 


FRANK H. MOSSMAN, Michigan State University; and NEWTON 
MORTON, Kent State University. This new textbook offers a highly 
teachable approach to the basic principles and practices of transporta- 
tion. Providing balanced coverage of the subject, it encompasses the 
entire field of modern American transportation, stressing both its eco- 
nomics and administration. It offers a new and unique description of 
the internal organization and operation of modern carriers, Presents 
the carrier in its over-all economic setting and treats—with equal em- 
phasis—all the different types of carriers, their economics, regulation, 
operation, and management. A final section deals with transportation 
policy on a national level. Selected problems. 31 ills., tables; 460 pp. 


CASUALTY INSURANCE—3rd Edition 


C. A. KULP, University of Pennsylvania. Incorporating all the 
most recent data, this newly revised work treats every phase of 
casualty insurance. It presents clear-cut, analytical discussions of 
hazards and policies, insurers and rates, and the regulation of the 
casualty insurance business. Emphasizing and discussing basic prin- 
ciples at length, the book brings out contract features of various 
policies, develops and documents background facts, and provides im- 
partial evaluations, The important subjects of rate making, insurance 
carriers, policy clauses, the intricacies of health insurance, and the 
contribution private casualty insurance is making to the broad area 
of social security are all fully explained. 28 tables, 635 pp. 


BUSINESS LAW—5sth Edition 


LOUIS 0. BERGH, Member, U.S. Supreme Court and New Y ork Bars; 
and THOMAS CONYNGTON, late Member, New York Bar. Revised 
by LOUIS O. BERGH. Built soundly on almost forty years of con- 
tinuous use throughout the country, the 5th Edition of this outstanding 
textbook emphasizes the basic principles of business law and makes 
clear the underlying reason for these principles. Numerous cases from 
the period 1925.55, concise summaries of state law, and almost 50 
useful legal forms illustrate and support textual discussion. Includes 
up-to-date material on stock options, splits, trusts and estate adminis- 
tration, etc. “Outstanding for its clarity, practicality, and complete- 
ness.”—The Accountants Digest. Jnstructor’s Manual available. 
1005 pp. 


THE RONALD PRESS COMPANY 


Please mention Tue American Economic Review When Writing to Advertisers 


{ 
+ 
ode 


for College Courses 


PERSONAL FINANCE—2nd Edition 


ELVIN F. DONALDSON, Ohio State University. Often called “the 
book that made the course,” PERSONAL FINANCE ranges from 
practical instruction in budgeting, saving, borrowing, and credit buy- 
ing to life insurance, automobile and medical insurance, and Social 
Security. Examining all types of personal financial problems, the book 
shows students how to analyze them and how best to solve them. There 
are helpful sections on the nature of investments and security analysis, 
and an entire new chapter on real estate and the law. Questions and 
case problems. “One of the most popular and widely used books in 
the field.”—Consumer Finance News. /nstructor’s Manual avail- 
able. 70 ills., tables ; 584 pp. 


EXPORT-IMPORT BANKING—2nd Edition 


WILLIAM S. SHATERIAN, The American Institute for Foreign 
Trade. This authoritative, up-to-date textbook emphasizes the funda- 
mentals of the financial operations involved in foreign trade transac- 
tions. Its three parts offer thorough coverage of current procedures and 
practices of foreign trade, the instruments used by both merchants 
and banks, and the operation of the three main sections of a bank’s 
foreign department. New chapters deal with the latest practices of ex- 
porters, importers, and banks in financial export-import operations. 
Numerous current documents are illustrated and discussed clearly and 
in detail. “. . . a very useful reference book of interest to both foreign 
traders and teachers of courses in foreign trade.”-——-The Journal of 
Marketing. 41 forms, 508 pp. 


MONEY, BANKING, 
and the FINANCIAL SYSTEM 
MILTON L. STOKES, Gettysburg College; and CARL T. ARLT, 


Oberlin College. Emphasizes the role of money and financial institu- 
tions in determining price and income levels. Book presents the prin- 
ciples of monetary theory and covers traditional topics in detail. In- 
cludes Douglas and Patman subcommittee findings and Federal Re- 
serve experiences with credit controls. “Book’s clarity helps the stu- 


dent get a perspective for current problems.”— Sidney Wertimer, 
Hamilton College. 56 ills., tables; 670 pp. 


15 East 26th Street, New York 10, N.Y. 


Please mention Tut American Economic Review When Writing to Advertisers 


| | new, up to date reviews from the 
| | UNITED NATIONS 


WORLD ECONOMIC SURVEY, 1955 


Divided into two parts, this eighth in a series of comprehensive reviews of world economic 
conditions makes use of dite from governmental sources as officially reported to the 
United Nations. Part One reviews the growth of production and trade in private enter- 
prise and centrally planned economies during the first post-war decade. Special attention 
is devoted to some of the important documents relating to the world economic situation 
during the past ten years. Part Two examines recent developments in the world economy. 

201 pp. Paper, $2.00 


Economic Survey 
of Latin America, 1933 


Sixth in a series of surveys, this volume discusses economic trends, foreign trade, the 
balance of payments, agriculture, industry, mining, and energy. Also included is informa- 
tion on public expenditure, fiscal income, public savings, deficit financing, and exchange 
policy as a fiscal instrument. 176 pp. Paper, $2.00 


Economic Survey 
of Asia and the Far East, 1953 


After an over-all view of post-war economic progress and a survey of the current economic 
situation, this study proceeds to individual country surveys. Among the countries included 
are Burma, China, India, Indonesia, Japan, Korea, Malaya, Pakistan, Philippines, Thailand, 
and Viet-Nam. 235 pp. Paper, $2.50 


Economic Developments 
in the Middle East, 1954-1955 


Supplementing the WORLD ECONOMIC SURVEY, this volume gives a general de- 
scription of trends in production, trade, finance, and development programs during the 
past two years in Egypt, Iran, Iraq, Israel, Lebanon, Syria, and Turkey. There are revised 
figures on exports, consumption, petroleum revenues, population, agriculture, balance 
of payments, and credit policies. 151 pp. Paper, $1.50 


STATISTICAL YEARBOOK, 1955 


A comprehensive collection of authoritative statistics on more than 250 countries and 
territories. This seventh issue contains 183 tables, most of which cover a twenty year 
period ending 1954, and some brought up to mid-1955. 

644 pp. Cloth $7.50, Paper $6.00 


International Documents Service 


olumbia University Press > 
New York 27, New York ) 
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BOOKS FRC om CHICAGO 


On the History and 


Method of Economics 
By FRANK H. KNIGHT. Professor Knight’s major articles in eco- 


nomic theory, carefully selected and gathered into permanent form. 
Historical writings—studies of such theorists as Ricardo, Wick- 
steed, Menger, and Keynes, and of historical issues in economics— 
methodological essays—treatments of institutionalism and other 
theoretical topics. $6.00 


Essays in Positive Economics 
By MILTON FRIEDMAN. The author makes economic theory a 


positive tool for the analysis of concrete problems. A new intro- 
ductory essay of major importance discusses methodology in gen- 


eral, its relation to reality, and the role of assumptions in theory. 
$5.75 


The Psychology of Economics 


By WALTER A. WEISSKOPF. In this pioneer attempt to apply 
social and cultural psychology and psychoanalytic concepts to eco- 
nomic thought, Mr. Weisskopf discovers new meaning in the ideas 
of Adam Smith, Ricardo, Malthus, Engels, Marx, and Alfred Mar- 
shall. $4.00 


Studies in the 
Quantity Theory of Money . 


Edited by MILTON FRIEDMAN. The only systematic statement 
of the theoretical position of the “Chicago school” on monetary 
economics. These new and important empirical studies support that 
view. In his introductory essay Milton Friedman restates the quantity 
theory with a discussion of the significance of its revival. $5.00 


At your bookstore, or from 
THE UNIVERSITY OF CHICAGO PRESS 
5750 Ellis Ave., Chicago 37, Ill. 
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Is the tariff still a “local issue”? f A 


WHAT THE TARIFF MEANS _ 4 
TO AMERICAN INDUSTRIES 


By Percy W. Bidwell 4 
This book analyzes the tariff from the viewpoint ‘te ! 
of local, rather than broad national interests. ¥ 
Eight industries, large and small, are examined. Bag 
With information gathered from visits to facto- Ve a 
ries, executives, private and government econo- ‘ 
mists, importers and dealers, the author casts new re 
light on an old problem. $5.00 vg 
Are government merchant marine Be} 
subsidies worth their cost? fies] 
UNITED STATES 
SHIPPING POLICY a 
By Wytze Gorter 
Since the government subsidizes U. S. shipbuild- : 4 
ing and the operation of our ships in foreign ie! 
trade, at the taxpayer’s expense, this book on the ie 
declining status of our merchant marine is of vital pags 
interest to all Americans. It raises questions about Pea! 
the adequacy of our existing policies for national bed 


defense and examines, for the first time, the oper- 

ation and policies of the Military Sea Transpor- 

tation Service. $5.00 
At booksellers 


Published for the COUNCIL ON FOREIGN RELATIONS 
by HARPER & BROTHERS 
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ECONOMETRICA 
Journal of the Econometric Society 
Contents—October, 1956 


Houiis B. CHENERY AND KENNETH S, KRETSCHMER: Resource Allocation for 
Economic Development 


Joun C. H. Fer: A Fundamental Theorem for the Aggregation Problem of Input- 
Output Analysis 


JEROME K. PEeRcUS AND LEON QuINTO: Application of Linear Programming to 
Competitive Bond Bidding 


P. J. Verpoorn: Complementarity and Long-Range Projections 

HarvVeY WAGNER: An Eclectic Approach to the Pure Theory of Consumer Behavior 
Conrad A. BLYTH: The Theory of Capital and Its Time Measures 

J. D. SarGan: A Note on Mr. Blyth’s Article 

Maurice MoManvs: On Hatanaka’s Note on Consolidation 

E. BurGER: On the Stability of Certain Economic Systems 


BOOK REVIEWS 
Published Quarterly Subscription rate available on request 


The Econometric Society is an international society for the advancement of eco 
nomic theory in its relation to statistics and mathematics. 

Subscriptions to ECONOMETRICA and inquiries about the work of the Society and 
the procedure in applying for membership should be addressed to Richard Ruggles, 
Somat, EP Econometric Society, Yale University, Box 264” New Haven, n- 
necticut, 


REVUE DE SCIENCE FINANCIERE 
The French Review of Public Finance 


Number I, 1957, January-March 


CONTENTS : 
United Nations Technical Aid through Financial Experts ...... H. S. Bloch (New York) 
The Aims of Profit-Retaining and Taxation ..............ceeeeeeeee D. Bompis (Paris) 


Survey of French Finance 
Economic Survey of French Overseas Territories 
Book Reviews, Bibliography 


Notes and Memoranda: Annual Meeting of the International Institute of Public Finance 
at Rome 


The Review is published quarterly. Subscription abroad, 8.500 French francs or 10.30 
U.S.A. dollars. Orders can be placed to Pichon and Durand-Auzias, 20 rue Soufflot, Paris 
V°, and through Stechert-Hafner, 31 East 10th Street, New York, N.Y. 
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SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for Autumn 1956 (Volume 23, Number 3) 


Mineral Development and Economic Growth .............. Charles E. Rollins 
Atomic Stalemate and War Economics .................. Arthur Schweitzer 
Economic Aspects of Industrial Dispersal ............... Alexander Melamid 
Political Faith and Francis Bacoe ..........0-c0sescccesnees Howard B. White 


Book Reviews 


Published in Spring, Summer, Autumn, and Winter _ . 
Subscription $5 a year, foreign $5.50—Single copies $1.50 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 
in Co-operation with the Other Members of the 
Department of Economics of the University of Chicago 
The October 1956 sssue will contain: 
Iron and Steel and the Balance of World Power ..........ccceeceeceees John B. Parrish 


Income, Expenditure and the Terms of Trade for New Zealand, 1929-33 ....Jobn H. Auten 
The Economic Development of the Upper East Tennessee Valley Il ..William H. Nicholls 


Theosy of Local Charles M. Tiebout 
The Economic Development of Nigeria: Comment ..........-+0eeeeeeeeeees Jobn H. Adler 


Book Reviews and Books Received 


FOUNDED IN 1892. Published bimonthly: February, ril, June, August, 
October, December. Subscription rate $6.00 per volume. Single copy $1.50. 
Special rates: $5.00 per volume for faculty members teaching business or eco- 
nomics, $3.00 per volume for graduate students in business or economics. 


postage 40 cents. Foreign postage 75 cents. 


The University of Chicago Press—5750 Ellis Ave., Chicago 37, Ill. 
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Scottish Journal of Political Economy 
The Journal of the Scottish Econor..ic Society 


Volume III October, 1956 Number 3 


Industrial Investment in Fixed Capital: a Reconsideration ....R. F. HENDERSON 
The Profitability of the Scottish Note-issues ................ .+eee++M. GASKIN 
Malthus’s Theory of Demand and its Influence on Value Theory ...V. E. Smiru 
Reflections on Inflation ................ 
Trends in the Output and Exports of Merchant Ships ....... ..J. R. PARKINSON 
Current Topics 
Recent Economic Trends: Post-war Trends in Scottish Agriculture ..J. H. SmitH 
Scottish Journal of Political Economy is published in February, June and October, 
and is free to members of the Scottish Econom Society: Applications for membership 
should be made to the Treasurer, Scottish Economic Society, 142 St. Vincent Street, 
Glasgow, C.2. enclosing the annual subscription of $3.50. The Journal may also be 
obtained without membership of the Society by ordering through any bookseller or direct 


from the Publisher, Oliver & Boyd, Tweeddale Court, Edinburgh, price $1.50 per 
single copy. 


THE SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 


Vel. XXIII, No, 2 October 1956 
CONTENTS 

ARTICLES 
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